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The harmony which has prevailed between state engineers on 
the one hand and railway engineers on the other whenever the 
two have made a valuation of railway property must be considered 
rather remarkable. The Michigan valuation, and the Wisconsin 
Rate Commission’s report upon the Two-Cent fare case, both 
give strong evidence in point. Decided differences upon numerous 
minor items arose, but when the totals were made up, the differ- 
ences compensated each other to such an extent that the totals 
did not vary by any surprising per cent. Of late, however, a very 
considerable difference has developed over one important item— 
the present value of terminals in large cities—an item of such 
weight as seriously to affect the final result. 

The first to make a decided objection to the immense values 
attributed to terminals is the Minnesota Railway and Warehouse 
Commission.* As a result two tables are presented in their re- 
port, “A” and “B,” one representing the cost of reproducing the 
terminals in their present conditions, in their present positions, 
under the present circumstances ; the other representing what the 
Commission believes to be the worth of the properties from a gen- 
eral standpoint. At about the same time a similar disagreement 
arose in the Spokane Rate case. The question as to whether or 
no the rates proposed were confiscatory seems to have rested upon 
a difference of $69,000,000 in the worth of the property between 
two estimates, a difference arising principally from right of way 


» Yi eames to the Annual Report of the Railroad and Warehouse Commission. 1908, 
reface. 
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values, of which the far larger portion was made up of terminal 
values.* 

The Minnesota Commission, in reducing the amount which 
the railway companies set up as the cost of replacing their ter- 
minals practically threw out the item of damages. The com- 
panies maintained that if they were to replace their terminals 
to-day, not only would they have to pay prices which are fixed 
by the presence of immense business properties, but damages 
similar in amount and proportion would also be demanded by 
these same business properties. The Commission’s engineer 
agreed that where recent purchases had been made the extra prices 
paid due to this cause ranged from 125 to 175 per cent. of those 
which other purchasers would have paid. But in the case of the 
terminals in question the big business properties had all grown up 
since the terminals had been acquired, hence the Commission held 
that these immense damages were an entirely imaginary amount 
and would result in placing upon the land an “artificial value” 
based upon “an hypothesis which has no existence in fact.” The 
Interstate Commerce Commission, in the Spokane Rate decision, 
does not consider this point, but hints that the entire method of 
valuing terminal lands may be incorrect. The decision gives no 
clue as to what the Commission would substitute if it had the 
chance, but warns, “whether, under the laws and Constitution of 
the United States, our railroads can demand a return not only 
upon the money which has been actually invested in these prop- 
erties, but also upon this value (value of terminal lands), which 
has grown from almost nothing to vast proportions without the 
expenditure of money or the assumption of risk, is a question of 
tremendous importance.”+ 

The question is “ of tremendous importance ” to the jobbers of 
Spokane, but it is of far more importance in the older, richer, and 
more populous East than it is in the West or will be for many 
years. Vice-President Simms, of the Delaware & Hudson Com- 
pany, states that a certain Chicago road which paid only a few 
hundred dollars for its terminals forty years ago, now considers 
them worth as real estate from $15,000,000 to $24,000,000.{ It 
has been said that the Lake Shore Chicago terminals are worth 


* Interstate Commerce Commission, Opinion No. 820, p. 396, Spokane Rate Case. 
+1.C.C., Opinion No. 820, p. 415, Spokane Rate decision. 
t Railway World, vol. 53, p. 190. 
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more than its entire remaining right of way. Carl Snyder ob- 
serves: “I suppose the Pennsylvania’s various avenues into Pitts- 
burgh are worth without a copper of track or human labor ex- 
pended thereon, a hundred millions or more.”* Consider this, 
and its like in New York, Philadelphia, Boston, Buffalo, Balti- 
more, New Orleans, and the other great marts of trade, and the 
sums are impressive, not because they are grasped, but because it 
takes a long time to write them down. 

This question derives its “tremendous importance” from the 
fact that terminal lands are now appraised by a method funda- 
mentally incorrect. The method of computing the terminal values 
used in all valuations is the “sales method,” familiar, as Dwight C. 
Morgan, the Minnesota engineer in charge, says, “to all those who 
have investigated the subject o ftaxation and real estate values.” 
It consists briefly in a study of the transfers of property sur- 
rounding and adjacent to the terminals. Two methods may be 
pursued, either independent of the other, or both as checks upon 
each other. The area and consideration in each bona fide sale is 
determined, and with the total for all sales computed, an average 
price per square foot is ascertained. Or, another step may be 
added to the process. The total assessed value of the same prop- 
erty may be found, and the ratio of the total consideration or 
“true value” as it is called, to the assessed value, may be obtained 
next. This ratio applied to the assessed value of the terminal 
lands in question produces their probable selling or “ true” value. 
The latter method seems to have had the call in actual practice, 
for the good reason that it allows of consideration to the peculiar 
attributes of the individual property. That is, it assumes that the 
assessor for the particular bailiwick in which the terminal is found 
has already made such allowances. As a further check, estimates 
of the worth of terminal lands in question are frequently obtained 
from real estate experts. These estimates, however, are based 
upon the same kind of data and computed in the minds of these 
experts by the same process as the values already described, and 
are therefore open to the same objections of principle. The sales 
method, used partially in the Michigan Appraisal, was pursued 
so thoroughly in t! » Wisconsin valuation that it has been followed 
unquestioningly ever since. In these states valuations were made 


* Journal of Accountancy, vol. 4, p. 335. 
+Sup. to Annual Report Minnesota Railroad and Warehouse Commission, 1908, p. 15. 
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as a means of assessment for taxation. While the sales method 
is a great improvement over a general guess at value by an un- 
skilled board, it is fundamentally wrong for the purpose of meas- 
uring the actual value of the property used by a terminal owner 
in the service of the public. If the Minnesota Commission had 
justified its exclusion of the allowance for damages a little more 
minutely, it would have stumbled upon the right principle and the 
correct method. 

Land in a city is valuable only as a location for some building 
or activity. The buildings or activities may be either domestic 
or commercial. Disregarding the former as outside the imme- 
diate subject, commercial locations take their value from the earn- 
ing power of one in comparison with another. Lot A sells or 
rents for more than does lot B, simply because by virtue of its 
location the occupier of lot A obtains a larger income from the 
same investment. 

Locations adjoining a terminal are much sought after by fac- 
tories, wholesale houses, elevators, and warehouses, because such 
access saves drayage, expedites shipments, and makes it possible 
to handle some heavy kinds of goods which otherwise could not 
be bought or sold at all. Indeed, some firms whose daily traffic 
is counted by the carload, could not do business in any other posi- 
tion, and the speedy service which sidetracks make possible to 
other kinds of business give the firm which is so situated such a 
lead in the race for new business that the future of a rival less 
fortunate in location must be in doubt. This speedy service 
besides procuring new business, obviates storing large quantitie 
of goods, saving both in the investment for storage rooms and * 
the capital tied up in the goods so stored. 

These advantages, coupled with the possibilities for future ex- 
pansion, co-ordination of branch establishments, and the advertis- 
ing value of the location, give the occupiers of lands adjoining a 
terminal not only a wider margin of profit, but as trade follows 
trade, a possibility of crushing more remote rivals and securing 
a privilege approaching monopoly. As a matter of fact, railway 
locations do have a monopoly of several lines of industry. Num- 
bers of industrial towns might be cited as instances where the 
industry which built them did so simply because the old location 
of that industry did not offer sufficient opportunity for access to 
tracks in the future. It is apparent to the most casual observer 
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that, because of these advantages, a fierce competition is waged for 
areas which touch the borders of terminals. This competition 
results in prices which simply soar above those for areas more 
temote—prices which capitalize the present advantages, to be 
sure, but in addition to that capitalize the advantages for years to 
come. 

Because this adjoining space is valued so highly, appraisers 
have considered that the terminal spaces have a similar value. 
But this conclusion does not follow. Mark you, the competition 
is for the space adjoining the terminal, not for the space which 
the terminal occupies. Business houses do not want to supplant 
the terminal. Not atall. They want it to stay right there. What 
they want is simply to be next to the terminal. Suppose the ter- 
minal attempted to sell the whole area it occupies. It is very 
clear that unless some other very potent influence were brought 
to bear on the situation, no such prices could be obtained for the 
whole or any part as are paid for the bordering properties. Or 
if the terminal company proceeded very cautiously and sold only 
small portions at a time, no sooner would its capacity for hand- 
ling traffic become impaired below the needs of these bordering 
concerns, than the value of these concerns, their sites, and of the 
entire section would be impaired and prices fall. Anything which 
tends to lower the efficiency of the terminal will not only lower 
the value of the terminal, but also that of the surrounding prop- 
erty. If the terminal should be removed entirely the result would 
be a destruction of surrounding values like the collapse of a boom. 
Many railroads recognize the principle here involved, and are not 
loath to enlarge their terminals or to take them into the center 
of populous cities, even at tremendous cost, for, by securing spa- 
cious areas, and erecting office buildings, elevators, or ware- 
houses upon the parts which they do not need, they defray a large 
part of the expense. It is understood that the Pennsylvania Rail- 
road did this very thing when their Broad Street station in. 
Philadelphia was built. Whether the same policy is to be pur- 
sued with their Manhattan terminal now under construction re- 
mains to be seen. The Great Northern and Northern Pacific have 
millions of dollars’ worth of such lands unnecessary to transpor- 
tation in cities of the State of Washington alone.* 

The fever of competitive prices which rages upon the sur- 


* Findings of Facts by Railroad Commission, Washington, ‘1909, pp. 203, 200-302, also 
Pp. To. 
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rounding lands does not infect the land upon which the terminal 
rests. No doubt this assertion will be denied, because, say the 
terminals, “‘we can sell the sites which border the business prop- 
erties for the same prices which the business sites command.” 
Grant the fact and more. Suppose Jones to own a warehouse ; 
the terminal can probably get a higher price from Smith, a rival, 
for the site which cuts Jones off from the terminal, than Brown 
can get for a site lying beside Jones’ warehouse. But this is 
because, with the former location, Smith has closer shipping facil- 
ities than Jones, and can put him out of business—and proves the 
contention herein made. But if the terminal indulged in this 
practice many times it would kill the goose which lays this golden 
egg, for business firms would understand that their purchases 
could never be sure of the access which they had bought, and 
accordingly would be very shy of the entire location. Further- 
more, such a proceeding on the part of the terminal would give 
rise to the impression that it intended gradually to close out its 
entire site and move to some other place, which would have a de- 
pressing effect upon values very similar to doing that very thing. 

But, it is argued that if the adjacent locations derive a value 
from the proximity to the terminal, the terminal derives a similar 
value from the proximity of the business on the adjacent loca- 
tions. It can not be denied that the presence of flourishing pro- 
ductive and exchange agencies along the line of a railroad greatly 
increase its earnings, and so add to the market value of that rail- 
road, in fact determine its market value. The proximity of these 
business firms to the terminal consequently determines the earn- 
ings and therefore the worth in a business sense of the terminal. 
But the whole purpose of physical valuation is to get away from 
market values—values based upon earnings—those have been 
known for years upon the exchanges. The idea of physical valu- 
ation, as all its sponsors aver, is to separate from each other the 
two elements of market value—investment and good will—to find 
out how much of railway earnings is due to a fair return upon 
the tangible property of the railway, and how much to the pres- 
ence of these very factories, warehouses, and like establishments 
which flourish on the borders of terminals, along the line of road, 
and in the near vicinity. Valuationists stoutly declare for a rea- 
sonable return upon investment, and no doubt in many cases 
would allow a return of some sort upon good will. But they say, 
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we want to know how much we allow for and at what rate. What 
they object to is lumping off the two things together blindly with- 
out knowing what either is getting, and trusting to luck that it is 
all right. In the same way the presence of prosperous industries 
and a progressive thrifty people in the territory of a railroad as a 
whole give it a high earning power. But when a physical valua- 
tion is made of a railroad as a whole these elements are supposedly 
disregarded, and the engineer has proceeded with the intention of 
appraising only the material which he found. The value he set 
upon right of way was only what the land was worth as a pro- 
ducer of corn or cotton. 

3ut when the engineer got inside the city he found a situation 
less simple; he forgot that the high prices surrounding terminals 
are normal, that they have been produced simply by the pres- 
ence of the terminal, and have arisen since the terminal location 
was purchased. Or, he argued, that since the terminal was the 
cause of the high prices they belonged to it as much as to the 
surrounding property. Such an argument arises from a miscon- 
ception of the term “cause.” In a like manner the percussion cap 
might be considered the “cause” of the thirteen-inch shot sinking 
a battleship. This use of the term is faulty because it confuses a 
single step with the entire process. It ignores the fact that the 
powder also is a cause, that the expansive force of gas is another 
cause, that the invention of the gun, the hardness of the shot, the 
control of the vessel. and a hundred other forces are also all causes 
and of equal rank. Likewise the presence of the terminal is only 
one among many causes for the building up of business around it. 
The activity of the merchants, the presence of consumers in re- 
mote districts, the institution of private property, the enforcibility 
of contracts, and a thousand other forces, the absence of any one 
of which would be as fatal as the absence of the terminal, con- 
tribute to make up these high values. The terminal is the per- 
cussion cap which sets them off. But should it have all the glory, 
grab all the booty, or be valued any more than other portions of 
the ammunition ? 

The earnings which surrounding industries make possible to a 
terminal, result in a “ non-physical ” value, not a physical value. 
The earnings which these immediately surrounding industries 
make for themselves in excess of those more remote make the land 
which they occupy more valuable than lands remote—create for it 
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a good will value. The terminal lands can scarcely derive a 
physical value from the good will value of these lands with which 
they are compared and by which they are measured. But some 
one objects that all city lands have a “good will” value, that the 
difference between the prices of the city lands and those for 
agricultural lands is all “good will.” Precisely so. Then 
will not this line of argument compel us to use the prices 
of agricultural lands for the physical value of any terminal? Not 
at all. Physical valuation permits the use of all investments at 
their face value, and if the road laid out its terminal anywhere 
in the city it would have to pay a certain good will price. If it 
built its terminal on the spot it now occupies, it would have to 
pay a good will price. The quarrel arises from this cause; en- 
gineers have gone on the assumption that if the railroad was to 
build a terminal it would have to buy up and demolish immense 
factories and warehouses at a frightful cost, while a moment’s 
thought will make it plain that these factories and warehouses 
would be on the other side of town surrounding the terminal of 
the other railroad, or that the town itself would be only a strag- 
gling hamlet. In either case the space would most probably be 
occupied by residences or small shops, the prices paid would not 
be exorbitant, the damages would be light. This is the proper 
measure for the value of terminals. 

The value which should be allotted to terminals is not what 
it would cost to buy up these feverishly competitive, fringing 
properties, but what the land would be worth if the terminal and 
its satellites were not present. 

The good will of the entire road does not inhere to its right of 
way through the rural pastures. Neither will any one seriously 
argue that such good will is gathered exclusively around the ter- 
minals—like iron filings around the poles of a magnet. Good 
will value is a value apart from the material property of a rail- 
road, and results wholly from the earnings of the road in ques- 
tion. So why should good will be extracted from the total market 
value of a road so far as the rural portions of a right of way is 
concerned, and left remaining juicily in the city or terminal por- 
tion? 

The argument is often advanced that a given terminal or ap- 
proach to a city is of great value because of a strategic advan- 
tage it gives to the owning road over other roads which are or 
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would be competing with it. A location is strategically important 
when its possession gives its owner all the existing business, or 
the large share if the business be divided. It does not create new 
business or more business. It allows the fortunate possessor to 
make higher profits than its competitor, creating a differential 
profit. That is, no matter what means are employed the same 
means will produce the greater results for the road having this 
valuable situation. So this strategic value having nothing to do 
with investment is a part of the good will value of the owning 
road, not a part of its physical value. A location strategic for 
railway competition has no greater value thereby for other busi- 
ness, and so would cost the road no more to purchase under con- 
demnation proceedings. 

Railroads often declare that terminals are the most valuable 
part of their system, because without them they would be help- 
less. This argument might be applied as well to each piece of 
property which the company owns, and this “without-which-all- 
the-rest-is-useless”’ value applied to each mile of line, to the cars 
first, to the locomotives next, and to the water tanks and signal 
lamps along the line, with amazing results. It recalls the old 
fable of the “quarrel of the members,” the stomach with the teeth, 
and the hands with both. It is too absurd to detain us longer. 

What the cost would be to a new company to build a terminal 
beside the one to be valued, or to the present owner to make ex- 
tensions or endargements, has nothing to do with the values of 
lands which are owned now. In the first place an invading com- 
pany would never build a terminal alongside of the old resident. 
It is far better business to build in a less expensive section and 
wait for the business to come to it, which it always does in time. 
Business enterprises are the Mahomet, and commercial highways 
are the mountain of to-day. There are some important isolated 
exceptions, but the rule is that Mahomet goes to the mountain. 
Land speculation which invariably accompanies any new proj- 
ect of terminal location helps to pay part of the expenses. And 
if the traffic is not sufficient, or the shipping facilities are already 
so sufficient that this process does not take place, such an invasion 
is simply foolish or premature at best, and should bear its pun- 
ishment. There is nothing in the railroad business which should 
demand that stupidity or bravado be protected any more than in 
any other kind of business. “ 
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If the old terminal does make the enlargement, of course its 
actual investment should be given full weight. But until that 
investment is made there seems to be no reason for making of it a 
sword of Damocles ready to drop at any moment upon the head 
of any one who would lower terminal values made on a physical 
basis. 

This may suggest the situation of a terminal which, in the 
course of its history has made several enlargements, buying suc- 
cessive zones of adjacent business locations, which if valued now 
as an entirety upon the basis of other-use-with-the-railroad-absent 
would show an amount less than actual cost. It is not sproposed 
that such a basis should be used for the entire terminal so situated. 
These successive zones were acquired under competitive condi- 
tions, conditions entirely different from those surrounding the 
original purchase, and that difference should be recognized. The 
entire program of physical valuation is built upon the proposition 
that actual investment should receive a reasonable return. 

The assumption seems to be made that if the railway terminal 
were not upon this location, the surrounding business houses 
would swarm in and settle upon it, and that the land then would 
be worth this same high figure which is now being allowed to the 
terminal. But as already shown this would not be the case. Of 
course, the space would not be suffered to remain vacant. Space 
is always good for something in a city. It might be that such 
space would be occupied by some great department store, or finan- 
cial center, or an ultra-fashionable residence district. If so, the 
prices allowed should be accordingly. But the sites generally 
chosen by railroads for terminals rarely have the qualities which 
attract this kind of residents. More likely is the space to be oc- 
cupied by the poorer class of dwellings or small shops. 

The measure of value proposed herein is neither visionary 
nor impossible of application. It is not difficult for observers 
of population movements and urban conditions, who are on 
the ground, to determine quite accurately to what purpose a 
given location would be put if another hypothetical condition 
be assumed. The whole real estate business is built up on 
the capacity of men to decipher such movements, not in the 
past whose conditions are known, but in the uncertain future, at- 
tendant conditions and all. In the case of terminals the past is 
known. Only one change in conditions need be considered. 
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What readjustments would be required is simply a matter of 
investigation, and reflection upon the experience of men in cities. 
In none of the cities where these costly terminal lands are found, 
is it necessary to consider that all of the railroads are taken out at 
the same time. That is not the problem at all. In a city like 
Chicago, one terminal could be abolished, and the city go on its 
way undisturbed. If the Pennsylvania freight terminal were abol- 
ished and the Illinois Central terminal used by the traffic of both, 
Chicago would progress practically the same. The only condi- 
tion to be imagined is that the particular spot now occupied by the 
Pennsylvania freight terminal has no railway facilities upon it 
or nearer than its present terminal neighbors. Under such a con- 
dition what character of occupants would that space have? That 
is the only question. It cannot be answered offhand. But it can 
be demonstrated with just as much certainty as how much traffic 
a certain rate will secure in a given territory—a question which 
is being answered every day by men experienced in the business, 
without a thought that their feat is anything fantastical or smell- 
ing of the bookworm’s lamp. With the occupants for the space 
settled upon, it is easy enough to apply the prices current for 
such classes of business or homes. If a Marshall Field store 
would be built upon it, use a Marshall Field price. But if the 
lot would be used for storing rags and old iron, mark it down to 
a remnant figure. 

The Minnesota Commission was right in refusing to allow to 
terminals a value based upon damages which the terminal would 
have to pay if it reared itself now in the midst of massive busi 
ness blocks, for the reason which has already been dwelled upon 
so long, namely, that these massive blocks would not be in exist- 
ence if the terminal were now to be built upon its present site. 
But the Minnesota Commission went only part of the way. It 
should have gone further and remembered that if these blocks 
were not yet erected and the great enterprises not huddled into 
that district, the original figures upon which those damages are 
based would be only a fraction of the present amount—would be 
only the amount for which a similar area of retail or residence 
blocks might be purchased. 

The sales method had its origin in Michigan and Wisconsin 
where the purpose of the valuation was to secure a basis for tax- 
ation. The Wisconsin Tax Commission assumed at the outset 
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that the only basis for comparing the values of properties was 
their selling price. A railroad’s selling price being determined 
by its earnings, it was not so essential to separate out every par- 
ticle of its good will. Indeed in order to bring the physica! value 
up to a figure anywhere near the market value, it was necessary 
to leave in the good will at these terminal points. But when 
another purpose is in view, it becomes very necessary to pursue 
more thorough tactics. The railroads often complain that the 
Government attempts to raise valuations to the highest point pos- 
sible for taxation, and is now entering upon a campaign to lower 
them to the bottom notch for rate regulation. No doubt this is 
largely true. But the complainants have never yet made it clear 
that the figure for taxation was anywhere near as high as the 
figure which said complainants claim as a basis for rate regula- 
tion. The basis for taxation should certainly approach the basis 
for rates. Until such a condition is reached, all complaints of 
the nature above are a tribute to the zeal of government officials 
in the pursuit of an attainable ideal. The methods used by ap- 
praisers were accurate enough, perhaps, when physical value was 
to be augmented by good will, anyhow, as a basis of taxation. 
But the time has come when good will must be separated from 
physical value the same in terminals as in the whole line. It 
has been supposed all along that such a separation had been made, 
but the supposition so far has been fact only in part. 

If the present method of measuring the values of terminals 
is persisted in, not only is it “only a matter of time when trans- 
portation companies will, by absorption, own a disproportionate 
share of the wealth of the country,” as the Minnesota Commis- 
sion warns, but it is a serious question whether rates can ever be 
reduced, except as carriers see fit to do so in particular cases of 
competitive commodities. Cities are growing in population faster 
than the country districts. Population surges against the narrow 
zone bordering terminals, struggling for a footing upon it. The 
productiveness of the people urban and rural is increasing with 
seven-league strides, but all of their product must pass through 
this narrow zone. While the pressure of values upon other 
areas increases in an arithmetical progression, the increase in this 
fringing zone is in a geometrical progression. The increase in 
products carried should make it possible to carry them pound 
for pound cheaper as time goes on, but if this abnormal belt with 
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its extreme values be used as the measure of terminal values, 
it is more than probable that the average of rates must be in- 
creased to give a fair return upon the property used. 

The only other avenue of escape from increasing rates is for 
government to take the other horn of the dilemma and deny the 
use of any value except that of the original cost—the few hun- 
dred dollars instead of the many millions. Indeed this proce- 
dure is seriously proposed. Using the argument of Alfred Crozier 
in the Magnet, some declare, “Eminent domain is a loan of gov- 
ernmental power * * * instead of a grant of property. * * + 
Any extra value or profit received by the corporation as a result 
of exercising that borrowed power must belong to the public— 
not to the corporation.” Anything beyond a fair interest rate 
upon the funds actually invested must therefore go to the public 
in the form of increased service or lower rates. The “unearned 
increment” is not to be divided, but is to go entirely to the public, 
for the railroad is discharging a public function as the agent of 
government, and railroad shareholders are duly compensated by 
a fair return upon their investment. 

No attempt is made here to pass upon the merits of this con- 
tention, ner upon the counter to it. The accepted theory of the 
present day is assumed as correct, namely, in the words of the 
Wisconsin Railway Commission, that, “the owners of railway 
property * * * have as much right to the natural incre- 
ments in the physical value of their property as the owners of any 
other property.” But the attempt has been to show that the 
“sales method” does not measure the “natural increment” of the 
terminal property, but an unnatural “increment” in a very narrow 
zone of other property.* The “natural increment of the physica! 
property” belonging to the terminal is the increment which ac- 
crues to lands occupied by the same class of business as these 
terminal lands would be if the terminal were in some other sec- 
tion of the city. This is no slight amount. It is the amount 
which has made many of the large fortunes of this country. It 
is the amount which is enjoyed by the great multitude of property 
owners, the common people. It is not the amount which is the 
fruit of speculations, the prize of lottery business methods, to 
gain which scores of hundreds have been ruined. It is not the 
amount which has made fortunes for expatriates. It is not the 
amount which will retard the progress of future generations. 

* Buell vs. C. M. & St. P. Ry. Co., Wisconsin Railroad Commission Decision No. 32, 
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State Supervision Over Accounting Methods. * 
By Roy Situ, M.C.S. 


V.—SUPERVISION OVER THE ACCOUNTING OF RAILROAD 
CoRPORATIONS. 


Governmental supervision over railroads in the United States 
is exercised both by the national government and by the various 
state governments. By the United States Constitution Congress 
was given power “to regulate commerce with foreign nations, 
and among the several states and with the Indian tribes.”} Acting 
under this grant of power, Congress, in 1887 created the Inter- 
state Commerce Commission. The powers and duties of this 
commission have been extended from time to time, until now the 
commission, as far as matters of accounting are concerned, has 
very comprehensive supervision over all lines operating in more 
than one state. Section 20 of this act now empowers the Inter- 
state Commerce Commission to require detailed and extended 
annual and monthly reports after a prescribed form, to examine 
the book of accounts and records of companies, to prescribe a 
uniform system upon which accounts shall be kept, and to pro- 
hibit companies from keeping accounts other than those pre- 
scribed. This commission has furthermore been given authority 
to punish company officials for failure to comply with the require- 
ments or for in any way falsifying accounts, reports or state- 
ments. But in this paper we wish to confine ourselves to the 
supervision exercised by the state governments. 

Supervision over the accounting of railroad companies is 
exercised by state governments in two ways; first, by direct 
statutory requirements, and, second, by empowering certain state 
officials or agents to exercise such supervision, leaving details 
to the discretion of the agent. The supervision may be said to 
touch the accounting of the companies at three different points— 
requirements of reports, examination of accounts, and require- 
ment of certain prescribed forms of accounts. It will be im- 
possible within the space which we can devote to this part of our 
subject to treat the extent and method of supervision of all the 
states. We shall, therefore, be obliged, after some rather brief 

* Accepted by the Faculty of the New York University School of Commerce Accounts 


and Finance in partial fulfillment of the requirements for the Degree of Master of Com- 
mercial Science, June, 1909. : 


t Art. I. Sec. 8, Clause 3. 
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general observations, to confine ourselves to a few states as ex- 
amples of types of supervision. 

It was very early realized that for the safety of investors and 
to prevent supeculative abuses among railroad officials and their 
friends and favorites that authoritative and truthful reports of 
the actual facts concerning the condition and transactions of the 
road would be necessary. Massachusetts seems to have been the 
leader in this undertaking. The commission of that state began 
to attempt to secure uniform railroad returns about 1875. This 
example was soon followed by other states. From 1878 to 1879 
there was an effort made by several states to secure common 
forms of reports throughout the country, and in this they were 
reasonably successful. 

In answer to many questions from state authorities the com- 
panies replied that “their books were not kept in such a manner 
as to enable them to give answers to the questions asked.” It 
then became a question as to whether the states could require 
the companies to keep the books in such a manner as to enable 
them to answer the questions. This did not prove to be an 
easy matter. Even as late as 1890 we find Henry Clews writing 
in a magazine in very strong terms against the practice of 
evading publicity by the railroad companies. Among some of 
the more conservative of his remarks he states that “it is pro- 
verbial that a railroad statement now is defective in the most 
essential particulars and, to put it mildly, usually covers a mul- 
titude of sins.” He further stated that the only remedy for the 
evils of misleading reports was to require sworn statements at 
regular intervals,” and if the directors should commit perjury 
they would render themselves liable to state prison.” Even at 
the time of that writing some of the states had either by statute 
required that reports be sworn to or had authorized the state 
officer or commission with the matter in charge to examine rail- 
road directors, officials, and employes under oath. At present 
this power is exercised by practically every state agent acting in 
the matter. 

There are now some thirty-five states which have rail- 
road commissions. These vary in number of members from one 
to five, and in term of service from two to six years. About one- 
third of the commissions are appointed by the governors, while 
others are appointed by the legislatures, and still others are 
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elected by popular vote. The salary of these commissioners 
usually ranges from $1,000 to $6,000 per year, and in most cases 
the salary seems to be not at all dependent upon their duties or 
responsibilities. The duties of some of these commissioners are 
only those of supervising railroads. In other cases, however, 
various other incongruous duties and responsibilities are loaded 
on to them. In North Carolina the corporation com- 
mission is legally bound to exercise supervision not only over 
steam railroads, but also over street railways, steamboat and canal 
companies, express companies, sleeping car companies, telegraph 
and telephone companies, banks, building and loan, and loan and 
trust companies. In other states the railroad commissions have 
charge of other industries. For example, in New York the rail- 
road commission, before its abolition in 1907 by the creation ot 
the Public Service Commission, had also supervisory powers over 
sleeping and dining room car companies. In Illinois the commis- 
sion had charge of warehouses and various public utility com- 
panies. This latter is also true in Wisconsin. 

In a number of cases the laws prescribing and defining the 
powers and duties of the railroad commission embody all the state 
legislation pertaining to railroads. Should this be the condition, 
the state is left, as was Oregon in 1898, practically with no rail- 
road laws when the railroad commission is abolished. With two 
or three exceptions, however, all the states have fairly detailed 
and comprehensive railroad laws. As a general thing when state 
commissions exist the regulative legislation of the state is con- 
tained largely in the commission laws. These commissions are 
the only active administrative agents provided by the statutes, 
and whether or not they are efficient in their supervision depends 
upon the amount of authority vested in them by the legislatures. 

In a number of states practically the only statutes regarding 
the access to books and records of the companies are those re- 
quiring such books to be open at certain times to the officers, 
directors and stockholders, or to a certain number of them. In 
many cases the railroad commission or other state officials have 
no practical control over the books and records of the railroad 
corporations. Up until a few years ago this was true of some 
twenty-five states. Recently, however, the tendency of the legis- 
lation has been toward an extension of the powers of the state 
representatives in regard to examination of records. In Alabama, 
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South Carolina, and Massachusetts, for example, the commission 
may examine the books and records of a railroad company if at 
least one director or representatives of at least one-fiftieth of the 
capital stock or of one-fiftieth of the total indebtedness so request. 
The commission may, if they so desire, publish the result of such 
examination. Another form of examination is an investigation, 
provided such is desired, by a committee of the legislative body 
of the state. This is true of Connecticut. In Texas this is varied 
slightly by adding to the committee of the legislature three share- 
holders and an officer of the state. In Minnesota the public ex- 
aminer “ shall at least once in each year visit all railroads and 
other corporations and companies which are required by law to 
pay taxes to the state upon a gross earnings basis, examine 
their books of accounts and all other records and papers thereof 
bearing upon or evidencing their gross receipts.” * In the other 
states where access to the books is to be had it is entrusted to the 
commission. This is the case with some twenty states. 

In the matter, however, of prescribing a special system of 
accounts for railroad companies there seems not to have been 
such a general movement as in the matter of examinations and 
reports. Ina few cases this power has been given to some state 
agent. In Massachusetts, for example, the commission is given 
this power. In cases where such power is exercised it is at- 
tempted to follow closely such forms as are prescribed by the 
Interstate Commerce Commission. For example, in 1905 a law 
was passed in Wisconsin giving the railroad commission power 
to prescribe a uniform system of accounts for railroad companies, 
the one condition being that such system should conform as 
nearly as practicable to the accounts prescribed by federal author- 
ities. + Of course, a great deal has been done toward the estab- 
lishment of a uniform system of accounts, but it has been mostly 
due directly or indirectly to the Interstate Commerce Commission. 

The most extensive exercise of supervision, however, has been 
that regarding reports. With a very few exceptions the states 
all require of railroad companies some sort of report, usually 
annual, more or less definite, and comprehensive. In some cases 
the statutes require only that these reports shall be made to 
stockholders by the boards of directors or by the company offi- 


* Revised Laws of Minnesota, Chap. 18, Sec. 1585. 
+ Session Laws of Wisconsin, 1905, Chap. 362. 
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cials. In other cases they require reports to be made also to 
some state officer or to the state legislature. But in some dozen 
or more states no form of report is prescribed by the state. 

In the great majority of cases the commissions prescribe 
some definite form of report. These forms vary in extent of 
detail and in comprehensiveness. For example, in Iowa the re- 
port to the commission is required to cover only eleven items, 
while the Illinois form includes forty-one. In Iowa in addition 
to the report to the commission a “ detailed exhibit ” of receipts, 
etc., must be made to the Governor. The prescribed forms usually 
adhere fairly closely to the forms prescribed by the Interstate 
Commerce Commission. In some cases, such, for example, as 
Massachusetts, the statute specifically states that the State Com- 
mission must attempt to bring the reports into harmony with those 
required by the Federal Commission. In most instances, how- 
ever, where forms of reports have been prescribed closely re- 
sembling those prescribbed by the Interstate Commerce Com- 
mission the initiative has been taken on the part of the commis- 
sions. Usually the reports are to be made annually, but in a 
number of states special or more frequent reports are or may be 
required. 

As was said before, perhaps we cannot get an idea of the 
scope of the state statutes on the matter of reports in any better 
way than to examine the items definitely required by one or two 
representative laws. The following taken in toto from the Ohio 
statutes,* shows the comprehensiveness and the detail which 
many legislatures require: 


“Report must be made annually of the year ending June 30. 
As to Stock and Debt. 

The amount of capital stock subscribed ; 

The amount of capital stock paid in. 

The amount of funded debt. 


The amount of floating debt. 
The total amount of paid-in stock and debt. 


Cost of Road and Equipment. 


Cost of right of way; 

Cost of construction ; 

Amount of other items embraced in cost of road; 
Cost of equipment ; 


Total cost of road and equipment. 


nM 


* Bates’ Annotated Statutes, 6th Ed., Title I1I., Chap. 7, p. 251. 
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Characteristics of the road, etc. 


Length of main line, single track, laid with rail; 

Length of branches, single track, laid with rail; 

Length of double track, main line and branches; 

Aggregate length of sidings and other tracks, not enumerated 
above; 
Total length of rail computed as single track; 

The maximum grades, with its length in main road, and also 
in branches; 

The shortest radius of curvature, with length of curve in main 
road and also in branches; 

Total degrees of curvature in main road, and also in branches? 

Total length of straight line in main road, and also in branches; 

Number of wood bridges, with aggregate length; 

Number of iron bridges, and aggregate length; 

Number of stone bridges, and aggregate length; 

The greatest age of wood bridges; 

Number of wood trestles, and aggregate length; 

The greatest age of wood trestle; 

Number and kind of tunnels, and aggregate length; 

Length of fence required to enclose road, both sides, and rea- 
sons why not completed; 

Number of engines; 

Number of express and baggage cars; 

Number of passenger cars; 

Number of freight cars; 

Number of other cars; 

Highest rate of speed allowed by express passenger trains; 

The highest rate of speed allowed by mail and accommodation 
trains; 

The highest rate of speed allowed by freight trains; 

The rate of fare for passengers charged for the respective 
classes per mile; 

The highest rate per ton per mile charged for the transporta- 
tion for the various classes of freight, through and local; 

Length of new rail laid; 

Length of re-rolled rail laid; 

Number and kind of bridges built and length; 

Number of miles run by passenger trains; 

Number of miles run by freight trains; 

Number and kind of farm animals killed, and amount of dam- 
ages paid therefor; 

Number of passengers (all classes) carried; 

Number of passengers carried one mile; 

Number of tons of local freight carried; 
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44. Number of tons of through freight carried; 
45. Total movement of freight, or number of tons carried one mile; 


Earnings for the Year. 


46. From transportation of passengers ; 
47. From transportation of freight; 
48. From mail and express service; 
49. From all other sources; 

Total earnings for the year; 


Expenditures for the Year. 


50. For construction and new equipment; 

51. For maintenance of way and structures; 

52. For maintaining and operating motive power and cars; 

53. For transportation expenses, including those of stations and 
trains ; 

54. For interest on bonds and other indebtedness; 

55. For individuals, stating rate per cent. 

56. All other expenditures for management of road, and for other 
purposes ; 

Total expenditures during the year; 

57. All casualties resulting in injuries to persons, giving the extent 
and causes of each, and such other and further information 
as may be required by the commissioners; but if any com- 
pany is unable to furnish such required information the rea- 
sons of such inability shall be given.” 


An examination oi the form for report submitted to the steam 
railroad companies by the Railroad and Warehouse Commission 
of Illinois reveals the fact that carefully ruled and printed tables, 
with definite and detailed instructions for filling in blanks, are 
provided for each of the following: 


1. History of the road. 2. Names of directors and officers. 3. 
Mileage of road, including main line, branches, and lines operated under 
lease, contract, etc. 4. Capital stock, with details as to common pre- 
ferred, manner of payment for, etc. 5. Bonded debt with details as 
to class of bonds, rate of interest, date of maturity, etc. 6. Current 
assets and liabilities. 7. Cost of road, equipment, and permanent im- 
provements, with columns for amounts included in operating expenses and 
amounts not included. Those not included are further columnarized as 
to amounts charged to income accounts as permanent improvements and 
as to amounts charged to construction or equipment, with a final column 
for cost per mile. This table includes some forty items such as engineering, 
right of way and station grounds, grading, trees, track fastenings, cross- 
ings, cattle guards and signs, fuel stations, interest and discount, locomo- 
tives, various kinds of cars, etc. It differs only slightly from that re- 
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quired by the Interstate Commerce Commission, the latter have three 
general heads—Roads, Equipment and General—while the Illinois form 
has only Construction and Equipment. 8. Income account, showing 
gross and net income from operation, income from other sources, deduc- 
tions from interest, rent, taxes, etc., net income, dividends, final surplus 
or deficit. In this table there are two columns, one for the entire line 
and one for that part of the road in Illinois. 9. Earnings from opera- 
tion—entire line. Here we have three general heads, Passenger, Freight, 
and Other Earnings from Operation. Each of these are further analyzed. 
10. Earnings from operation—Illinois. This is treated the same as number 9. 
11. Stocks owned, with details. 12. Bonds owned, with details. 13. 
Rentals received. 14. Miscellaneous income. 15. Operating expenses, 
columnarized as to entire line and as to Illinois, and classified with various 
items under the four general heads of Maintenance of Way and Structure, 
Maintenance of Equipment, Conducting Transportation, and General Ex- 
penses. There are fifty-three items under these four heads. 16. Rentals 
paid, classified as to rents paid for lease of road (with details) and rents 
paid for lease of tracks, yards, bridges, and terminals (with details as to 
location, owners of property, etc.). 17. Comparative balance sheet, 
showing the amounts for each item as to the year covered by the report 
and as to the year previous, together with columns for increase and 
decrease. 18. Explanation of all changes in the road caused by exten- 
sions, decrease in mileage, lease, consolidations, reorganizations, stock and 
bonds issued, etc. 19. Concise statement as to the existing contracts, 
agreements, arrangements, etc., with express companies, car companies, 
other railroad companies, steamship companies, etc. 20. Security for 
funded debt, showing exactly what property is mortgaged. 


After these tables follow some twenty more giving extended 
classifications of details as to employes and salaries, traffic and 
mileage statistics, freight traffic movement, description of equip- 
ment, mileage, bridges, tunnels, grades, curves, road beds, etc. 
Then is required an extended and detailed account of accidents 
and taxes. Besides these are blanks for the names of sub- 
scribers to capital stock, the number of shares subscribed for by 
each, and the amount paid in by each, and also blanks for the 
names and residences of owners of stock with columns for the 
numbers of shares owned by each and the amount. Last of all 
are pages for detailed statement of accident, giving the name and 
occupation of the person injured, cause and date of accident, and 
the character of injury. 

When we consider that the above is only the briefest sort of 
an outline of the things contained in the form, and that the form 
itself is a book of one hundred pages, eight by eleven inches, we 
can easily see that the report required by the Railroad and Ware- 
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house Commission of Illinois is indeed comprehensive and de- 
tailed. 

As a close to these observations on the matters pertaining to 
the accounting of railroad companies, and in reference to the 
question of whether or not all that is being done both by our 
states and by our Federal Government along this line is really 
effective in accomplishing the result desired, we can hardly do 
better than to insert the following quotation from A. T. Hadley: 

No system of accounting, however perfect, will secure the public 
against false original entries; nor will any amount of technical knowledge 
avail to detract certain forms of rascality. If a man says he has spent 
money for coal, when really he has put part of it into his own pocket in 
the form of a commission, nothing short of personal comparison between 
the vouchers and the quantity delivered can do more than raise an un- 
proved suspicion. But if the evil lies not in the original entries, the re- 
quirement of a good system of returns will do much to check it, and the 
intelligent study of those returns will do a great deal more.* 


(To be continued.) 


| * Railroad Transportation, p. 62. 
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Special Phases of Corporation Law. 
Procedure in Corporate Meetings. 
By CHARLES W. GERSTENBERG, Ph.B., LL.B. 


The author was once interrogated by a bookkeeper as to the 
meaning of cumulative voting. It appeared that at an annual 
stockholders’ meeting of the corporation by which he was em- 
ployed, the minority stockholders insisted that the election of 
directors be conducted on the cumulative plan. No one of the 
majority, including their attorney, seemed to know the law, and 
the election was permitted to proceed as the minority demanded. 
The minority, of course, secured a representative on the board of 
directors, who immediately made things so disagreeable that his 
interests and those of his constituents had to be bought up by 
the majority at extremely fancy figures. Our bookkeeper friend 
was very much disgusted to learn that inasmuch as cumulative 
voting was not provided for in the certificate of incorporation, 
the minority had no right to insist on that form of voting, and that 
his employers could have been saved the unnecessary expense of 
buying up the minority stock if they had been properly informed 
as to the law. 

It is the purpose of this paper to set forth as briefly as possi- 
ble the law governing procedure in stockholders’ meetings. The 
subject is fairly well covered by the better text books, and we 
can justify the writing of this theme only on the ground of the 
concise and didactic form of its presentation. 

The first question to be asked by a stockholder when he 
receives a notice to attend a meeting should be, will the meeting 
be valid if the terms of the notice are carried out? First, does 
the notice specify that the meeting will be held within the state? 
The prevailing view in the United States is that a meeting held 
without the borders of the corporation’s home state is void, or, 
at least, voidable by the creditors, and perhaps by non-attending 
stockholders. Delaware is an exception. Having settled that 
question the stockholder will next inquire whether the time of the 
meeting is proper. Is the notice adequate? The statutes gov- 
ern, and in the absence of any statutory requirements, the by-laws 
govern, and in case no provision is made in the by-laws, the rule 
is that a reasonable time is necessary. A provision in a by-law 
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or statute requiring certain business to be held on a certain day 
has been held in New York to be directory, and the business, if 
not attended to on time, may be taken up later. The next inquiry 
is as to the object of the meeting. The general rule is that at a 
regular meeting special mention of the acts to be performed is 
unnecessary unless those acts are of an unusual character. More 
specific information in the notice of special meetings is required. 
What ought a person do, may be asked, if, when at a meeting, 
unusual action is proposed, the same not having been intended by 
the notice? Complaint at the meeting and prompt action through 
the courts will alone defend his rights. It would not, however, 
be necessary for a person to withdraw from the meeting, for the 
illegal action may be followed by actions entirely legal, which 
could be defeated only by negative votes. Notice of an adjourned 
meeting is unnecessary. Such a meeting is looked upon as a 
continuation of the former meeting. Business not contemplated 
by the original notice, however, can not be transacted. 

The question of notice is a difficult one, and where much oppo- 
sition is expected, the matter should be carefully examined before- 
hand to see, for the majority, that the notice is entirely legal, and, 
for the minority, if it is not legal, that proper steps be taken to 
avoid making it legal by waiving defects and informalities. If 
all the stockholders are present at a meeting, it would seem, from 
the decisions, defective notice is immaterial. The difficulty of 
most of the questions in corporation law arises from the fact that 
the law is almost wholly statutory and varies from state 
to state. Again, many questions are governed by the charter 
or by-laws of the individual company. It would be folly to try to 
lay down absolute rules to govern every situation. A stockholder 
should know his own charter and by-law provisions. He should 
at least try to know the important provisions of the corporation 
laws of the home state of his corporation. 

What has been said in the last paragraph applies to the regu- 
larity of meetings when considered from the standpoint of the 
authority by which they are called. The statutes or by-laws 
usually provide the method of calling meetings, but when they are 
silent the directors may call the meeting. Statutory and by-law 
requirements as to call and notice of meeting may generaliy be 
waived; in New York, at least, that is the express rule as laid 
down by the statutes. 


260 


q 
i 
= 
i 
| 
H 
i 
i 


Special Phases of Corporation Law. 


Business transacted at a meeting unattended by a quorum is 
void, at least until properly ratified. Where the by-laws and 
statutes are silent, and due notice has been given, any number of 
stockholders present constitute a quorum. The very early deci- 
sions, governing corporations formed of a definite number of 
members, held a different view, and usually required a majority. 
(See 21 L. R. A. 174.) 

Assuming that a meeting is duly convened, having been prop- 
erly called and noticed, the next question that arises is that of 
procedure. Is a stockholders’ meeting of such a deliberative 
nature that the usual rules of parliamentary law must be observed? 
The by-laws may provide for the conduct of meetings according 
to the rules prescribed by a manual of parliamentary procedure, 
and in that case the manual will be enforced. But where no such 
manual has been expressly adopted, the proceedings in corporate 
meetings may be much less formal than in meetings of a delib- 
erative character governed by the strict rules of parliamentary 
law. Formal motions are not necessary. 

I quote from Sir J. W. Chitty’s opinion in the case of Hen- 
derson vs. Bank of Australasia, reported in 45 Chancery Division 
at page 339: “ Now I come to what is the critical question in 
this action. It appears to me that meetings of this kind are not 
bound to model all their proceedings strictly on the rules of the 
House of Commons. Those rules are very useful; they are the 
result of long experience, and when those rules are understood 
they work out admirably. But they are too complex for the 
apprehension of ordinary shareholders.” 

Again in an earlier English case a judge asks: “ Is there any 
law of the land that at a meeting of shareholders a motion cannot 
be put unless it is seconded? I am not aware of any. No doubt 
it is the practice of the House of Commons.” (11 Ch. Div. 109, 
117.) 

Though the procedure at a shareholders’ meeting may be in- 
formal, still the business must be definitely transacted. Thus in a 
New York case it was held that where a chairman after stating a 
proposition says: “ If there is a single person present who is dis- 
satisfied with this, I wish you to say so fully and frankly,” and 
where several persons speak in favor of the proposition, but the 
rest, numbering about a hundred, remain silent, the proposition is 
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not carried by silence; some method of obtaining assent is neces- 
sary. (114 N. Y. 626.) 

So the order of business prescribed by the by-laws or statute 
is merely directory, and business transacted out of its proper 
order is not necessarily invalid. It has been held in a Massachu- 
setts case that a vote approving the minutes of a former meeting 
which state falsely that a certain resolution was passed is equiva- 
lent to a new vote on that resolution passing it. 

Let us consider here the questions of voting and of the right 
to vote. The question as to what method of voting is to be pursued 
must be determined by the statute, the by-laws or by the sense of 
the meeting, if the latter be reasonable and be not in such a form 
as to deprive a stockholder of his legal rights. For instance, the 
common-law rule, superseded in most states by statutes, gives 
each shareholder one vote irrespective of the number of shares 
held. Where the common-law rule still obtains, viva voce and 
standing voting, or by show of the hands is sufficient, but where 
the statutes provide for a vote for a share a viva voce vote or a 
voting by hands, unless unanimous, would be inconclusive. It 
was held in an English case decided twelve years ago (1897, I 
Ch. 1.) that at a meeting of the shareholders of a company the 
articles of which allow voting by proxy, the chairman, in ascer- 
taining the number of votes given on a show of hands, must count 
the vote of each person who holds proxies as a single vote, and 
not count a vote for each of the members whose proxies he holds. 

The statutes of some states provide for election by ballot, others 
leave the matter to the by-laws, and where the statutes are silent, 
the method is generally prescribed in the by-laws. On informal 
and unimportant questions the vote is often by ayes and nves, 
even where a stock vote is required, but important questions, and 
questions the determination of which are required by statute 
to be left to a certain fraction of the outstanding stock, as, for 
example, the issuing of mortgages, the increase or decrease of 
capital stock and the sale of all the corporate property, should be 
voted upon by ballot as the safest method of arriving at the cor- 
rect decision. 

Cumulative voting for directors is allowed only when the 
statute so provides. In New York cumulative voting must be 
provided for in the certificate of incorporation, otherwise the 
minority cannot insist upon it. The practical effect may be illus- 
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trated by the following figures: Suppose three directors are to be 
elected, and that the minority have only 400 shares, while the 
majority have 1,100 shares. Under the ordinary system one 
position, in effect, but not in reality, is balloted for at a time, 
and the majority’s candidates in the case supposed would each 
receive 1,100 votes; the minority candidates would each receive 
400. Under the cumulative form of voting the minority could 
concentrate all their votes to be cast at the entire election, in this 
case three times 400, on one candidate, and they would thereby 
defeat one of the majority’s nominees. 

Where cumulative voting is directed by statute or by charter, 
or by-laws, the majority cannot avoid the effect of that system by 
resorting to subterfuges. So, too, the minority may exercise 
their right when so permitted without proclaiming their intention 
and they may exercise the right by making various combinations 
of their stock, the principle being that each shareholder shall be 
entitled to as many votes as shall equal the number of his shares of 
stock multiplied by the number of directors to be elected, and 
that he may cast all of such votes for a single director or may 
distribute them among the number to be voted for, or any two 
or more of them as he may see fit. It is possible under this sys- 
tem for a large minority, by careful planning and secrecy, to get 
a majority of the directors. Let us take an example where five 
directors are to be elected and the majority have 400 shares while 
the minority have 300. The minority’s total vote is 1,500. Let 
us suppose that through ignorance, forgetfulness or avarice, the 
majority cast 400 votes for each position. The minority, by 
dividing their total number of votes equally amongst three can- 
didates instead of amongst five, would elect their three candi- 
dated by pluralities of 100, and would have three out of five 
directors. 

Votes may be cast by proxy if so permitted by statute, by- 
laws or, as held in some cases, by long usage. The common-law 
rule required that votes be cast by the person owning the shares. 
Some states hold that where nothing is said in the statute a by- 
law authorizing voting by proxy is void. Ordinarily a proxy 
need be in no particular form nor need it be witnessed or acknow!- 
edged. Where a proxy-holder attends and votes at a meeting 
not held or called according to law, the stockholder who issued 
the proxy may question the validity of the meeting, whereas he 
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could not question the validity of a meeting in which he took part 
personally. The proxy—such is the reasoning—is authorized to 
vote only at a lawful meeting. The question of proxies is very 
important for the reason that stockholders often issue proxies 
to contentious and troublesome lawyers, whose absence from the 
meeting would vastly facilitate matters. We have known cases 
where the presence of a sombrero attorney was gently but firmly 
excluded on the ground of a clerical error in the proxy. The 
proxies should be examined to ascertain if the powers they con- 
vey are adequate and extend to the meeting to which their holders 
seek admittance. Formalities required by statute should be care- 
fully observed. 

Some statutes provide that a proxy shall be invalid after a 
certain period, in New Jersey, for instance, after the expiration 
of three years. In New York proxies may be made for any 
definite period, but if not limited they shall be valid only for eleven 
months after their execution. 

This brings us to the question of the revocability of a proxy. 
A stockholder gives what purports to be an irrevocable proxy. 
He then appears, as does the proxy-holder, at the meeting, and 
claims the right to vote. Who shall be recognized? If the ques- 
tion demanded a one-sentence answer it would be—the holder of 
the proxy has no standing in the meeting. The corporation 
almost invariably would be entitled to take that attitude. “ Any 
private agreement or understanding between the person holding 
the title in due form, and others, is a matter between themselves 
with which the corporation has no concern.” (19 Wend. [N. Y.] 
37, 44.) To go into the question further would lead us beyond 
the scope of our subject. The more intricate questions hardly 
partake of the nature of procedure, for they are to be determined 
by the stockholder or the proxy after mature consideration of the 
particular instrument and the law of the jurisdiction within which 
the corporation has its original residence, and are not to be de- 
cided offhand in the hurry of corporate meetings. 

Some text writers and judges have treated voting trusts as 
irrevocable proxies, and have applied the same rules to each. The 
essential difference between a proxy and a voting trust lies in 
the nature of the interest transferred; in the case of the proxy 
merely a right to vote—a power of attorney—is given, while in 
the case of the voting trust the legal title to the shares is trans- 


264 


fi 
| 
i 
| 
| 
i] 
| 
| 


Special Phases of Corporation Law. 


ferred and the transferror receives in return “ certificates of bene- 
ficial interest,’ which are transferable certificates entitling the 
holders to whatever dividends may be declared and paid on the 
stock for which they were exchanged. These certificates carry no 
power to vote. That power is transferred with the shares and 
becomes vested in the trustee. In some few states, as for instance 
New York, voting trusts are permitted by statute, but in other 
jurisdictions the questions have been left to the courts, whose 
decisions have differed widely. 

Without undertaking either to commend or to condemn the 
reasoning by which the courts reach their various conclusions, we 
can settle our own immediate question by saying that the corpora- 
tion will always be justified in deciding in favor of the holders of 
the legal title. This, to be sure, is tantamount to saying that 
if the trustees under a voting trust, and the original stockholders 
each attend and claim the right to vote at a stockholders’ meeting, 
the corporation ought to favor the trustees. And that is just 
what we mean. The courts may decide that the stockholders 
have the right to vote and may compel the trustees to reconvey 
the stock certificates, but until that is done the question apparently 
is one between the trustees and the real stockholders—a question 
with which the corporation as a distinct entity ought not to con- 
cern itself. The corporation is not a court to decide ownership. 
Its duty is to let the holders of the legal title to the stock vote. 
That duty is performed by accepting the vote of the trustees. 

Now the dispute between the trustee and the shareholders 
is not to be determined as a matter of corporate procedure. It 
is a question of law to be determined by the proper tribunals after 
a careful consideration of all the circumstances surrounding the 
trust,—the mutuality of the agreement, the object sought to be 
obtained, and the effect of this object not only on the members 
who have entered the trust agreement, but on all the stockholders. 
The difficulty of the question may be inferred from the fact that 
in a comparatively recent case, the highest court of one of the so- 
called “ incorporating states”’ held a voting trust void by a vote 
of seven to six; the majority judges, however, reached their con- 
clusion from many different processes of reasoning, and it is 
highly probable that the same question presented to the same 
men in slightly varied form might receive a different solution. 
Warren vs. Pim, 66, N. J. Eq. 353. 
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Conflicting claims as to the right to vote certain shares often 
arise between classes each having a different interest in the same 
shares, as for example, between pledger or pledgee, partners, 
stockholders and directors of another corporation which holds 
title to the shares. In almost every case the inspectors of election 
are bound by their transfer books. Unless, for instance, the 
pledgee has procured to himself a transfer of the shares on the 
books of the company the pledger is the person entitled to the 
vote. It will do no harm to repeat that these general rules may 
be invalid because opposed to some peculiar local statute. But 
the statute must always be carefully read. For example the New 
York statute reads: “ Except in cases of express trust, or in which 
other provision shall have been made by written agreement be- 
tween the parties, the record holder of stock which shall be held 
by him as security, or which shall actually belong to another, upon 
demand therefor and payment of necessary expenses thereof, shall 
issue to such pledger or to such actual owner of such stock, a 
proxy to vote thereon.’” It may be that the pledger has demanded 
the proxy and tendered the necessary expenses but that the 
pledgee has refused to grant the proxy. The corporation would 
have no warrant for settling the dispute and allowing the pledger 
to vote without the proxy. So in a certain case where three 
executors undertook to vote shares but could not agree upon their 
vote it was held that one of them could not vote to the exclusion 
of the others, although a codicil to the will directed the other two 
to execute a proxy to him. 

A trustee is entitled to vote on stock standing in his name on 
the company’s books. As between vendor and vendee, of course, 
the vendor is entitled to vote until the shares have been trans- 
ferred, notwithstanding the fact that the certificate representing 
the stock has been transferred. As between bankrupt and as- 
signee the former is entitled to vote until the latter registers his 
ownership with the company, in spite of the fact that the Bankrupt 
Act vests in the assignee the title to all the bankrupt’s property. 
A surviving partner may vote on stock standing in the name of 
the firm and an executor or administrator may vote on stock before 
transfer on the company’s books by exhibiting his letters or a 
certified copy thereof. Where shares are owned by two or more 
persons all must agree or the shares cannot me voted, but any 
one may vote all the shares if the others do not object. Cor- 
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porations have no right to vote any of their own shares, but 
where a corporation is permitted by statute or by the decisions 
to hold shares of stock in another company, the board of directors 
may vote those shares. 

Statutes and by-laws often provide for the closing of books 
during a certain period, usually about two weeks immediately pre- 
ceding the annual meeting. Transfers during that time cannot 
be registered and the vendors, of course, are entitled to vote. 
These laws and by-laws are valid, as are also those which pre- 
scribe that only those shareholders shall vote who have held their 
shares for a certain time before the meeting. 

We have spoken of the manner of voting and of the persons 
entitled to vote. Now let us turn to the effect of the votes. 
When is the presiding officer justified in saying, “the motion is 
carried” or “the motion is lost”? Ordinarily a majority of 
those voting at a meeting attended by a quorum carry a motion. 
though they form a minority of all the stock outstanding, or— 
the law would appear to be—though they form a minority of 
those actually present. State vs. Chute, 34 Minn. 135. A mem- 
ber, present, but declining to vote, is not constructively absent, 
so that where a statute requires a majority of those present to 
carry a motion silent members practically oppose the motion. 
Statutes requiring the affirmative vote of a definite proportion, 
usually two-thirds or three-fourths, of the shares to carry a 
motion are construed to mean that proportion of all the shares 
of the company issued and outstanding, exclusive, of course, of 
shares held by the company itself. The courts will generally 
presume that voting and elections have been regularly conducted. 
A New York case, for example, holds that where three-fourths of 
the members present are required to amend the by-laws, and the 
records show that the motion to amend was carried by a three- 
fourths vote of those voting, the court will presume that all the 
members present voted. 

Having covered all the most important points in this lengthy 
and rather uninteresting subject of voting, let us come back to 
questions more properly within the realm of procedure. What 
officers conduct the meetings? The statute or the certificate 
of incorporation, or the by-laws, usually the latter, decide. In 
the case of the presiding officer, if the position is not provided for 
in the company’s by-laws or elsewhere, the meeting chooses its 
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own chairman. It has been held that where a lawful chairman 
is forcibly prevented from presiding he may organize his follow- 
ers in an adjacent room, and their meeting will be valid, though 
they do not form a majority. (Field vs. Field, Wend. [N.Y.] 394.) 
The correct method of chosing a chairman for a stockholders’ 
meeting is that prescribed by parliamentary law. Some person 
arises, calls the meeting to order, nominates a chairman, puts the 
question immediately on his nomination, and declares the result. 
A chairman need not be a shareholder. 

The chairman preserves order and assists in developing the 
real sense of the meeting. He is bound to put motions, and where 
an amendment is properly offered but not submitted to the chair- 
man, the unamended motion when carried is invalid. | Unless 
given express authority the chairman, without taking a vote, 
cannot adjourn a meeting, and if he does the meeting may pro- 
ceed with those who remain to pass valid resolutions. A chairman 
may comment on a motion but if he misinterprets it and it is 
passed his misinterpretation will not affect it. A chairman’s rul- 
ings are prima facie correct, but may be contested in the courts 
for error, or may be overthrown for fraud even where the by- 
laws or statutes make them conclusive. An erroneous ruling by 
the chairman that a shareholder’s vote will not be received is not 
illegal unless thereafter at the proper time the stockholder actually 
offers his vote. 

We said earlier in this article that procedure in corporate 
meetings need not be formal. Informality to the extent of down- 
right neglect of the simple provisions by which associations of 
men learn each other’s desires and opinions, and by which they 
seek to exert their opinions will not be tolerated. Hence reason- 
able debate must be allowed, but members will not be permitted to 
take advantage in this respect of the rules governing the United 
States Senate. Statesmen may declaim endlessly but business 
men must be up and doing. 

In conclusion it is safe to say that a meeting of many share- 
holders ought to be conducted by a person with a reasonable 
knowledge not only of parliamentary law but of the other law of 
the land. He can often save much dispute and deter the company 
from taking illegal action. For it must be remembered that most 
resolutions not only regulate the company and its business but 
give rise to contract relations that can be later broken only with 
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proper consent or by incurring liability for breach of contract. It 
has been held, however, that where a motion is carried looking to 
the formation of a contract with another party, the transaction 
as far as the corporation is concerned is not concluded till the 
session is ended or adjourned. Till that time the meeting’s 
actions may be reconsidered and even repealed; after that time 
the contract is binding and cannot be rescinded by the corpora- 
tion alone. In the same way and in strict conformance with 
parliamentary practice a stockholder may change his vote on 
any question before the result of the ballot is announced. 

What has just been written covers practically the limited sub- 
ject of procedure in corporate meetings. We have cited very 
few authorities for the reason that this article is intended to give 
information to be used when no time is left for authorities. In 
support of every proposition advanced, cases can readily be found 
through the medium of digests, text books or encyclopedias. The 
subject, though scantily treated in the text books, is of sufficient 
interest and importance to command more extended and detailed 
notice, and it is to be hoped that the busy business man whose 
duty it is to attend many meetings where clashing interests 


oppose each other may some day in the near future rush from 
stockholders’ meeting to stockholders’ meeting armed with a 
manual of procedure in corporate meetings, of truly pocket edition 
proportions, but, at the same time, veritably an artillery of author- 
ities. 


if, 

q 
€ 

| 

q 
q 
a 
q 
q 
q 

| 
4 


New York City’s Revision of Accounts and 
Methods. 


By Harotp D. Force. 


I]. Leading Features and Installation. 


(e) CLASSIFIED COST RECORDS. 


With the rapid growth of New York city, new values are 
annually added to the citizens’ wealth. The taxpayer observes 
4 his increased valuations, which is one indication of the increase 
of his individual wealth, but is alarmed at the increase of his tax 
: rates. He is undoubtedly aware that the city’s growth and in- 
crease of population must cause increased expenditures for labor, 
material, construction, and for all that enters into the cost of 


developing the city, and of caring for the citizen who produces 
wealth. It is when the rate of increased expenditures begins to 
exceed considerably the rate of the population’s increase that the 
taxpayer is entitled to have records which accurately show the 
itemized expenditures, and to know which of the latter are justi- 
fied, and to have methods which call for strict accountability 
and which arrive at the real causes of increases. To know the 
true cost of conducting city business is the motive which should 
govern the taxpayer, as it does the proprietor of a business organ- 
ization. The lack of correct knowledge leads him to attribute 
i{ wrong causes, and perhaps to hold wrong individuals responsible 
for waste discovered. Especially great is the need for accurate 
information, since there has been an increase of 130 per cent. in 
the per capita debt of New York City in ten years (or from 68.79 
in 1898 to 156.82 in 1908). 

Cost accounts, in commerce, have become the antithesis to 
waste. The business house ideal of costs and cost systems could _ 
not yet be expected of municipalities, however, as in the former 
the margin of profit is the aim, and the close economy brought 
about enables the merchant to undersell competitors. If consid- 
erable reductions in the total cost of maintenance and of opera- 
tion can ultimately be effected for municipalities its aim will be 
largely accomplished. Even an elementary system of cost ac- 
counts, if administered with effectiveness, could not fail to bring 
about such study and care for the items of expenditure making 
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up the various operating outlay as would gradually lead depart- 
mental heads of the city to a closer business method and finer 
system. Observing the results periodically shown, which here- 
tofore he did not realize himself, he would also tend to gatn 
a pride for greater administrative excellence. Most depart- 
mental heads need simply to see the true values of the ends to 
be accomplished, to secure their full co-operation and zeal. 

We have taken here, for illustration of the leading features 
of a cost system already established in a city institution, that of 
Bellevue and Allied Hospitals. 

In considering the plan of classification for ascertaining the 
cost of managing and operating such an institution as a chain of 
city hospitals, the leading purposes of the institution, and char- 
acter of information concerning these purposes, desired by ad- 
ministrative heads, and by the Comptroller, must first be consid- 
ered for the cost accounts to be designed. The first division of 
expense for classification will naturally be for the salaries of and 
supplies used for the general administration of all the allied hos- 
pitals; and following this is a division of the cost book 
into the branch hospitals comprising the whole institution, as 
Bellevue, Gouverneur, Harlem and Fordham. Each hospital and 
each hospital subdivision, as wards, training schools, etc., will 
have its own classified cost account headings to record the item- 
ized and total charges for both labor and material for the month 
and year. To illustrate more fully, we will start with one of 
the first objects and chief purposes of a hospital, i. e., the profes- 
sional care of patients, to obtain the cost of which there will be a 
separate section of the “Expense Ledger’ (the cost book title) 
for the main hospital division (as Bellevue) ; and separate pages 
of this hospital division to show the items and totals chargeable 
to the hospital subdivisions. There will be a separate page, 
for instance, for the admitting office, with classification headings 
for salaries, supplies, furniture and fittings; a separate page for 
the wards, to show items and totals for salaries of nurses and 
other employees in this subdivision of the hospital, as well as 
items and totals for all medical and surgical supplies found 
necessary in performing this important function; separate pages 
also to show similar information of cost incurred by the phar- 
macy and by the x-ray laboratory, which would complete the 
total exhibit of cost for the “care of patients.” As each of these 
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subdivisions of the hospital will use necessary permanent equip- 
ment, each will have its own headings for this expenditure under 
the title of “furniture and fittings,” (a) purchases, and (b) repairs 
by contract or open market orders. 

Under Bellevue’s Department Expense will be included (a) 
the costs of the pathalogical laboratory and morgue; (b) ambu- 
lance service; (c) kitchens, dining-rooms and provisions; the 
latter subdivision to include the cost and show items and totals 
of both labor and supplies used in the superintendents’, doctors’, 
and patients’ quarters. Similar divisions will be made for the 
training schools, and for the housekeeping and laundry expendi- 
tures, each having its own separate expense ledger pages and 
headings for the salaries and wages and various kinds of sup- 
plies used in the conduct of these branches of hospital operation 
and maintenance. General House and Property Expense will 
include the charges for operation of the machinery, as well as for 
repairs and replacements to the plant and equipment. Repair 
work is done for the intitution by outside firms and charged 
under the heading of “contract and open order repairs and re- 
placements”; and by departmental employees—plumbers, paint- 
ers, carpenters and engineers—and charged under the headings 
of “salaries and wages” and “materials for repairs and replace- 
ments by departmental labor.” As one page of the Expense 
Ledger is used for all charges to each hospital’s subdivisions, the 
total monthly and annual cost of each subdivision is readily 
obtainable from the “total charge’”’ columns. 

The form (Fig. 14), represents one page of the Expense 
Ledger of Bellevue (the main hospital), designed to show the 
cost of maintaining and operating the wards. Similar classifica- - 
tion will be shown on the pages for “wards” in all the other 
hospitals. The first columns shown (for the extension of the 
items of charge), are ruled for labor, i. e., the salaries and 
wages appearing upon the regular monthly pay rolls. The 
labor cost is based upon regular salaried or wage time of em- 
ployees doing duty and performing services in each hospital sub- 
division for the entire month, as “nurses” in the “wards.” 
Transfers of employees to different subdivisions of the hospitals 
are made only at the close of each month to simplify the time- 
keeping and labor charges to be reported for the pay roll books. 
Time books are kept and signed daily by the various heads of 
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hospital subdivisions, or bureaus, showing the number on duty, 
absentees, changes, etc., for information of superintendents and 
administrative heads, and for report to the pay roll bureau. It 
is an administrative rule to allow no absences without good excuse, 
all being reported to the pay roll bureau monthly, for deduction 
from pay roll charges. Waste labor from absence with excuse, 
and labor lost from other causes, and idle time, will therefore be 
charged with the regularly paid labor upon the monthly pay rolls. 
Daily time reports upon printed forms are used by the engineers 
and mechanics in reporting to the supervising engineer and heads 
of each mechanical bureau, to indicate the kind of work done, 
time, and locality. The pay roll bureau groups into classes 
upon its books all employees of the hospitals, and in what sub- 
division employed, and from the reports of time sent in from the 
various bureaus prepares the monthly rolls, from which in turn 
is made up a classification sheet, to correspond with the Expense 
Ledger divisions and headings. The total of the classification 
sheet must agree with the pay roll transmitted to the Comp- 
troller’s office, this sheet being sent to the central hospital office 
for entry upon the books there. It is here numbered and entered 
in total upon the Register of Pay Roll Vouchers for the general 
ledger control of expenses, and later in detail upon the Expense 
Ledger, under the proper hospital subdivisions and classification 
of employees, under the main title of “ salaries and wages.” 

Consumption of materials will be charged upon the Expense 
Ledger in two ways—first, direct from invoices of goods pur- 
chased for immediate use and not taken into stock; and second, 
from the storekeeper’s monthly “stores report.” The direct 
charges include also such purchases as equipment, repair materials, 
and other supplies which cannot be handled practically and dis- 
pensed by the storekeeper through the medium of his store 
ledgers. 

The ordering and purchasing of the material, which would 
be the first operation prior to their consumption, can be briefly 
illustrated. The form used by storekeepers, officials, and heads 
of divisions or bureaus when supplies are needed, is the Requi- 
sition on Purchasing Agent, shown in the form (Fig. 15), which 
is sent to the central office, a duplicate being kept by the person 
ordering goods. 

This form is shown for the purchase of an article which may 
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REQUISITION ON PURCHASING AGENT. 


Dept. BELLEVUE 


Division, WARDS 
STOREROOM 
REcD. BY 
ORIGINAL Pur. Act. 
| 
Line No. | Quantity | Unit Article Price | Amt. | Order | Firm 
100 ea. Bathrobes 
Locauity 
Med. Ward (s) 
PuRPOSE | 
Clothing for 
Patients 5-11 


Filed in Central Office. 
Fic. 15 


be used by either nurses, doctors, or patients. There are also 
other classes of goods purchased by hospitals, as the many kinds 
of operating and repair materials, which cannot be accurately 
charged and classified by the office bookkeepers unless both lo- 
cality (or subdivision of the hospital) and the exact purpose are 
stated on the original document. The only employees having 
reliable knowledge of this are those originally issuing the requisi- 
tion for the purchase, hence if stated upon this original document 
by them, it can be transferred to the order for the goods made 
out at the central office. This order, becoming attached to the 
vendor’s invoice when the latter is received into the office from 
receivers of goods, and when made up into an office voucher 
(as described in our previous article) is then a document contain- 
ing every necessary information for distribution upon the Ex- 
pense Ledger. The form (Fig. 15) shows that the articles 
ordered are “clothing for patients.” There is an Expense Ledger 
column heading under “wards” corresponding to this, and 
the ledger is divided, as stated, a page for each hospital sub- 
division, each having its own number, as well as a number for 
each column heading or classification of expense (Fig. 14). 
Inasmuch as the name of the subdivision to receive the goods 
and its number (5), with the column heading, and its number, or 
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(5-11), as in the form (Fig. 15), must be stated on all office 
vouchers, there will be less failure by the office to correctly charge 
proper accounts, and the responsibility of office bookkeepers and 
clerks is reduced to a minimum. In other words, by substituting 
figures to indicate classifications, in place of requiring special 
judgment, there is the saving to the city of the cost of higher 
priced men to keep these books. 

Care as to the exact uses of goods must be exercised in the 
distribution of bills upon the Expense Ledger, or the ends to 
be gained by cost accounting would be jeopardized. Shoes for 
the ambulance horses, for instance, should be distinguished from 
clothing for the drivers. Nothing will contribute more to suc- 
cess than an accurately conducted cost book. 

Economy in the purchase and consumption of supplies cannot 
be obtained without the proper keeping and dispensing of stores. 
The storekeeper must be responsible for the receipt, record, safe- 
keeping, and final dispensing of all materials purchased which can 
go into stock, and his office will be a central “clearing house” for 
all merchandise, and the balances upon his stores ledgers, as the 
test, must agree with actual stores inventories at periodical inter- 
vals. That capability of clerks and bookkeepers in the execution 
of the system designed is vital to success goes without saying. 
Divided responsibility, and many divisions of one institution re- 
ceiving supplies works confusion, loses control of the accounting 
system and increases the administrative difficulties of all large 
institutions and city departments; hence the hospital system re- 
quires the storekeeper to sign and be responsible for the receipt 
of the correct quantities of all goods purchased, whether taken 
into “stores” or not. The responsibility is upon him to decide 
whether articles shall go into stock. Once a class of goods is 
decided upon as practical “store articles’’ they must always be 
handled as such, and must pass in and out of the stores ledgers, 
whether for immediate use or not, to establish a system of con- 
trol, and to avoid leaving the decision to the discretion of clerks 
or to temporary expediency. 

The storekeepers’ procedure for the correct accounting of 
stores may be said to begin with his receipt from the central office 
of the “Advice to Receiver of Goods Ordered,” which is the 
storekeeper’s original document to verify quantities upon invoices 
coming in as well as to post to stores ledgers. 
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When the articles shown upon the form, (Fig. 16) (which 
must have been requisitioned by him, and ordered by the central 
office, have been received and invoices have been found to be 
correct, the posting is made to the stores ledgers—to the debit 
of accounts kept of these stores articles (Fig. 17). 


ADVICE TO RECEIVER OF GOODS ORDERED 


STOREKEEPER. 


Receive From 


To Be Fi_ep BY STOREKEEPER FOR PERMANENT RECORD. 


Amt. or 
Estimate 


$10.00 


His stamp of “Stores” or “Expense” upon the invoices which 
pass from him to the central office, determine their entry there, 
whether upon the “Stores” section of the Register of Invoices, 
or upon the “Expense” section, from which is debited the general 
ledger controlling accounts of stores and of expenses. If he has 
correctly stamped all invoices the general ledger controlling ac- 


STORES LEDGER 
Articte—Brooms, WHISK 


RECEIVED DISPENSED 
Order |Quantity| Unit | Price | Amount) Total | “Date |Quantity; Unit | Price | Amount 


| 


9 
2 100 Each | 1oc $10.00 $10.00 20 Each | 1oc 


Fic. 17 


counts of stores, after being credited with his stores reports, will 
balance monthly with the stores’ ledger balances, as well as with 
inventories of materials. A check upon this is had by a monthly 
balance between storekeepers’ ledger, of total goods charged, and 
the office entries of the stores’ invoices upon the Register of 
Invoices. 
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As he receives all goods, the delivery points are thus known 
to him, and for those not taken into stock, and as a guide for the 
central office, he must stamp upon the invoices which accompany 
the goods, the Expense Ledger account numbers, the classifica- 
tion corresponding thereto being later verified by the central office 
from the information shown upon the original Requisition on 
Purchasing Agent, on file. 

The dispensing of stores begins with the Requisition on Store- 
keeper (Fig. 18), which must be made by the several bureau 


ORIGINAL REQUISITION ON STOREKEEPER 
BELLEVUE AND ALLIzD Hospitats, THe City or New YorkK | No. 2 
Storekeeper—BeELLEVuE Date—January 2 


Please deliver to—Merpicat Warp (s) 


Quantity | Unit | Article on Line No. —T , Remarks 
5 Each Whisk Brooms 
Supply for Patients 


Fic. 18 


heads, and upon which must be stated the particulars of articles 
desired, as well as the purpose of the requisition indicated. It 
must be presented for signature at the time that goods are deliv- 
ered by the storekeeper, after which it is entered by him upon 
an intermediate monthly summary sheet, a separate sheet being 
used for each Expense Ledger subdivision. The monthly total 
of articles dispensed can then be posted to the credit of stores 
article accounts upon the stores ledgers. The form (Fig. 17) 
shows the credit to “whisk brooms” account, according to the 
requisition (Fig. 18), the latter being one of several issued dur- 
ing the month. Where many small requisitions are issued, the 
summary sheet showing the monthly totals of quantities of each 
article allocated to hospital subdivisions, saves much time and 
labor in price extensions. 

It will be seen that the Report of Stores Issued (a specimen 
page), is ruled and planned to show hospital subdivisions with 
their Expense Ledger numbers, and the stores articles grouped 
according to Expense Ledger classifications, so as to be dis- 
tributed on a Stores Report, in monthly totals. The article 
shown by the form (Fig. 19) as dispensed, is readily transferred 
to a Stores Report as “ miscellaneous supplies ”’ for the admitting 


office, wards and x-ray laboratory. 
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The totals of the “Report of Stores Issued’? monthly must 
agree with the total of dispensed stores ledger accounts. Each 
hospital’s stores report sent in monthly to the central office will 
be posted to the credit, by journal entry, of the general ledger 
controlling accounts of stores, debiting expenses accounts, and be 
distributed upon the Expense Ledger to the subdivisions and 
column account headings; in this case (Fig. 19) to “miscel- 
laneous supplies” for the admitting office, wards, and X-ray lab- 
oratory of Bellevue Hospital. 

Prompt monthly balancing of the Expense Ledger totals with 
the general ledger controlling accounts of expenses, for each 
hospital, is of as much importance as balancing the general sys- 
tem of accounts (heretofore described), as a monthly report to 
the Comptroller’s office is required to exhibit all the divisions 
and distribution of costs for budget making, and for statistical 
and administrative purposes. For future periodical comparisons 
of expenditure, the months of entry of the original documents of 
expenditure upon the several books of original entry must exactly 
correspond to their dates. : 

No “job work” or labor of employees and materials used by 
them in repairs or construction, chargeable to any particular work 
done, is attempted for this city department, as perfection of the 
system of cost keeping now in use will go a long way toward 
accomplishing all the objects desired at the present time. 

The character of the expenditures required for a department 
like the Street Cleaning, however, demands some account and 
control of job work done upon the heavy equipment used, as well 
as of repairs to buildings, to shop machinery, and for manufac- 
ture of equipment—all by departmental labor. A mechanical 
bureau, employing mechanics of all classes, conducts this branch 
of operation. The regular business of the Street Cleaning De- 
partment is taken care of by the same general system of stores 
and cost accounting as above decribed for the hospitals. Similar 
original documents and books of record are used in a similar 
manner to carry out the principles of uniformity, leaving details 
to be modified by the special character of the department. 

The object of the new system of accounting for the mechani- 
cal bureau is to ascertain the total and individual job cost of 
“repairs and replacements by departmental labor’’ (which is the 
summary title used). All mechanical bureau materials pur- 
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chased are first received and accounted for by the “property 
clerk” or storekeeper, and debited, in both quantities and values, 
upon the “general stores” ledgers to material accounts, in the 
usual manner. When these materials are drawn upon by the 
requisition of the Master Mechanic they are credited to material 
accounts upon the general stores ledgers and charged to a Mas- 
ter Mechanic’s account upon a “Storekeepers’ Expense Classifi- 
cation Ledger.” (For materials other than mechanical this 
additional subsidiary ledger shows expenditure accounts classi- 
fied to correspond to those appearing upon the Expense Ledger 
at the central office, and acts as a permanent record, as well as a 
summarizing medium for the items of charge in values, to such 
accounts, the monthly totals being entered upon the stores report.) 

The withdrawals of materials from the storekeeper by the 
Master Mechanic are posted, at his office, from each requisition, 
in quantities and values, to the debit of material accounts upon 
“mechanical stores ” ledgers, columns being ruled to indicate the 
quantities delivered to each of the several shops and to each 
borough of the city, Manhattan, Bronx and Brooklyn, each deliv- 
ery point being indicated upon requisitions. “Daily Reports of 
Materials Used in the Mechanical Department” (Fig. 20), con- 
tain description, quantities, prices and values of all materials 
consumed by each shop and chargeable to each job, the particu- 
lars being furnished by foremen. There are definite job num- 
bers set for each character of work and repairs, the regular 
equipment and departmental work being known. The fact that 
the job numbers are stated upon the daily reports, insures the 
accuracy of the clerical posting to a job ledger or “summary of 
cost of labor and material” on jobs, by number, (Fig. 21). 
(From this ledger is later taken, with the labor added, the 
monthly report of the mechanical bureau to the central office.) 

The Daily Report of Materials Used in the Mechanical De- 
partment constitutes the original document for posting in both 
quantities and values, to the credit of “mechanical stores” ledger 
material accounts. Monthly summaries of these daily reports 
are prepared to verify the ledger account totals. Since the debits 
to the mechanical stores ledger represent deliveries to shops, and 
credits represent consumed materials, the balances of these ledger 
accounts are verifiable by inventories of unconsumed shop mate- 
rials. A “mechanical stores’ controlling account kept upon the 
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DEPARTMENT OF STREET CLEANING 


Dairy REpPoRT OF MATERIALS USED IN MECHANICAL DEPARTMENT 


BorouGH OF 


Credits to Mechanical Stores 


| Quantity it! Price | Extension | Amount | No. 


| 


general ledger at the central office will be a proof of and control 
over the subsidiary mechanical stores ledger balances. Summary 
sheets are also used to make up monthly totals of the Master 
Mechanic’s requisitions upon the storekeeper, to maintain a regu- 


DEPARTMENT OF STREET CLEANING 
MECHANICAL DEPARTMENT @ 


SUMMARY OF CosT OF LABOR AND MATERIAL ON Jos No. 


Monthly Daily 
Cost Material 
of Labor Report No. of Material 


‘Time 
Date “Record No. 


| | | 


Fic. 21 


lar agreement between the ledgers kept by the latter with those 
kept at the mechanical bureau. 

The charging of labor to the job work of the mechanical 
bureau originates by a system of daily time reports of mechanics 
(Fig. 22). These include the particulars of time, both actual 
aad waste time, and amounts chargeable to each job number, for 
each mechanic, daily. A Time Record is used for entry and 
summary of these daily time reports, under the job numbers of 
each, showing individual time, rates of pay, and total amounts 
chargeable by weeks and for the month. From this book the 
totals are carried to the job ledger (Fig. 21), into the columns 
for amounts and “monthly cost of labor,” according to the par- 
ticular job to be charged, one page representing each. Having 
the daily material reports also posted, the total monthly cost of 
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both labor and material upon each job number is entered upon the 
report of the mechanical bureau to the central office (Fig. 23). 


spond to the character of repair aand construction work done, 
no room is left for mistake in properly charging to the classified 
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is only a section of a page to illustrate the plan of the report, 
space not permitting an illustration of the various headings for 
all the variety of equipment, machinery, tools, repairs to build- 
ings and incumbrance yards, manufactures, etc. 

To keep the general ledger controlling account of the Ex- 
pense Ledger in balance with the latter, the mechanical bureau 


report of materials used must be journalized monthly, debiting 
Expenses account and crediting ‘“‘ Mechanical Stores ” account. 


(f) AN ACCURATE AND SEGREGATED BUDGET. 


That New York City may have proper investigation and con- 
trol of the results following upon system revision, particularly 
in its relations to the annual preparation of a reclassified and 
“segregated budget,’ Comptroller Metz has established a special 
Bureau of Municipal Investigation and Statistics. To “make a 
budget” is to “appropriate” the expected income from taxation, 
carrying with it the privilege to spend the amounts appropriated. 
It would include the appropriating of the annual income to 
provide for the maintenance expenditure of the ensuing year, 
along with provisions for previous year deficiencies, as well as 
payments into sinking funds to meet funded debt and interest. 
Appropriation accounts resemble “funds” in the broad sense 
only, as meaning sums of money raised for specific objects, but not 
kept in separate bank accounts. 

Once a year all city departments must submit to the Bureau 
of Municipal Investigation and Statistics, upon forms provided 
for them, their “departmental estimates” for the expenditures of 
the ensuing year. Upon them are largely based the tax rate 
for the year. Estimates must be provided to show the titles 
of all appropriations required, there being separate forms for 
“salaries and wages” from those for supplies and general ex- 
penses, and a separate sheet for each appropriation title. 
Parallel columns will show the amounts used for the previous 
and current year periods, to compare with the ensuing year’s 
estimates (Fig. 24). 

Comparisons, however, are of limited use without settled prin- 
ciples of classification for account titles and thoroughly accurate 
distribution of expense items by the cost systems designed. 
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Formerly, estimates would be intentionally overstated in 
order to meet the expected cuts always made by the executive 
officials of the city government, who must pass upon the budget 
schedules prior to giving the necessary authority for departmental 
expenditure—proof in itself of a lack of accurate sources of in- 
formation. When appropriations run out, special revenue bonds 
must be issued to provide additional funds to meet the running 
expenses, and there is at once created a burden upon the income 
of succeeding years. 

For exceeding an appropriation during the year 1908, as 
illustration, the title of a bond issue would be “Revenue Bond 
Fund—Supplies—Deficiency in Appropriation—1908.” 

The budget is primarily designed for the expenditures for 
operation and maintenance only; capital expenditures, as perma- 
nent property, construction and public improvements, must be 
represented by corporate stock and bond issues.* 


For the budget of 1909 all city departments were for the first 
time required to discontinue the old method of appropriation 
estimates in lump sums, the latter intended to cover many sepa; 
rate purposes. The specific objects of each were required to be 
stated. Such an account as “ contingencies ” and “ miscellaneous 
supplies ” could formerly cover almost every class of expendi- 
ture but salaries and wages. Permanent equipment might come 
under the same general title as would repairs by outside labor. 
Under the old budget classification the item stable cans, for 
instance, might be charged to the general appropriation title of 
“Supplies—Mechanical, Buildings and Grounds—1908,” while 
the new Expense Ledger account would be “Stable Supplies,” 
thus confining the title to the exact purpose of the expense in- 
curred. Ash cans intended for the boiler house must, formerly, 
be charged to some general “supplies’’ account, while the revised 
title will be “operation of plant.” The present budget classifi- 
cations reduce to a minimum the old title of “supplies,” and will 
ultimately classify, by means of accurate departmental cost rec- 
ords, the largest and smallest items of expenditure, and upon 
which budget titles and schedules will be based. 


As stated under the subject of discounting the city’s bills 
and claims, by the gradual perfection of the revised system of 


* A recent legislative bill, introduced and passed, now restricts the issue of corporate 
stock to purposes of capital expenditure only. 
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accounts and methods, and from the analysis of the facts brought 
out by improved accounting methods, there will come the per- 
fected plans to govern their budget titles. 

As the correct grouping of words and sentences determines 
the best expression of ideas, so will the practice of up-to-date 
accounting principles produce the best in budget classification 
and segregation. 


The Colorado C. P. A. Examination, 1908.* 


By J. H. Krnewitt, C.P.A. 


In the preparation of the questions for the written examina- 
tion each member of the board took an active interest. Some 
portion of the questions finally formulated on each subject was 
contributed by each member and each question was dis- 
cussed by the full board, many of them being revised before 
adoption with the view of making every question entirely clear 
to any person of the intelligence expected from a_ public 
accountant. 

The questions were practically all based upon cases which had 
occurred in the experience of the different members of the board. 
They were intended to test the good sense and judgment of the 
candidates in. meeting unexpected problems, as well as their 
facility in handling routine work and their knowledge of the 
general principles and practice of accounting. Academic ques- 
tions having no practical value, and mere puzzles or “ catch 
questions,” were carefully avoided. At the oral examination each 
candidate was asked whetlier any of the written questions so far 
presented were such as in his opinion were not likely to come up 
in the practice of a public accountant. None of them were able 
to cite any such question. 

The first subject taken up was commercial arithmetic. This 
is not always included in the examinations held by other state 
boards it being evidently the idea of some of them that any per- 
son offering to take such examination must necessarily be an ex- 
pert in this line. The Colorado board, however, felt inclined to 
take nothing for granted and submitted the subject in three sec- 
tions, arranged more with the idea of testing the thoroughness 
and correctness of the applicant’s work with figures than his 
theoretical knowledge. The result, as a whole, was a complete 
surprise and disappointment to every member of the board. Not 
a single candidate succeeded in solving correctly all the problems 
submitted, and several of them came far short of doing so. 

The first requirement was the completion of a simple pay-roll 
distribution sheet, giving an analysis of the totals from each de- 
partment, indicated by letters opposite each detailed amount, the 


* Extracts from a lecture delivered before the Class of 1911 of the School of Commerce 
Accounts and Finance of The University of Denver. 
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totals charged each account, indicated by numbers at the head of 
each sub-column and the grand total of the pay-roll. Only three 
of the seven candidates obtained the correct result both in detail 
and in total, and one of these took so long in doing this as to be 
unable to complete the rest of the problems correctly. One 
worked out a very complex, but incorrect, result on his working 
sheets, but failed to transfer this to the original and hence did 
not complete the problem as required. Another obtained the cor- 
rect total, but entered the details incorrectly and forced the addi- 
tion of same on the original sheet to make up this total, something 
the examiners could not be expected to stand for. Another made 
an error of $50 in adding one subdivision and entered 50 cents as 
$50 in another. The net error in the gross result was only 50 cents 
—possibly too little for the examiners to make a fuss about—but 
they did make a liberal cut in the markings of the candidate who 
had not taken the time or the trouble to test the correctness of 
his work by the means expected from an ordinary clerk. The 
board could not see its way to grant authority to practice as a 
C.P.A. in Colorado to any person doing this kind of work. One 
object of such an examination is to test the ability of the candidate 
to do his work thoroughly and intelligently, so far as he goes, no 
matter what the time limit may be; and this is even more im- 
portant in actual practice than in taking an examination. 

Section 2. “An investment company sells lots as follows: 
List price $750.00, 10% discount if purchased before July 1, 1900. 
Terms of sale 10% cash payment on date of purchase; balance 
$50.00 per month, with interest at 6% annum, payable quarterly, 
on deferred payments. Work out payments on lot sold as above 
on December 1, 1908. Show all working figures; result must 
give total amount paid and date of final payment.” 

On this problem also some startling and unexpected results 
were realized. One candidate, for instance, figured out a con- 
stantly increasing quarterly interest payment, on a constantly 
decreasing principal, for about half the total time covered, 
after which the interest payments decreased. Another failed to 
allow interest on the monthly payments, charging interest 
quarterly on the amount unpaid at the beginning of the quarter. 
Two made the cash payment 10% of the list price instead of 106% 
of the net price for early purchase. Another deducted the interest 
on one of the monthly payments, instead of adding it, an error 


288 


| | 


The Colorado C.P.A. Examination, 1908. 


which a careful revision of the work, such as would have been 
expected in practice, would have detected Only one of the candi- 
dates gave an entirely correct answer, in total and detail, to this 
problem. And yet it was one which any eighth grade school boy 
should have been expected to work out readily and correctly. 

“T can’t do that sum ” may be a good excuse for “ The Babes 
in Toyland,” but it hardly comes with good grace from a candi- 
date for a certificate officially testifying to his ability to do, 
among other things, any and all “ sums” pertaining to commer- 
cial or financial transactions. 

The third section included three problems in equalized pay- 
ments, as follows: 

(a) “ What is the present value of an issue of bonds payable 
at the rate of $1,000 per year, including interest, for ten years, 
computed on the basis of 4% per annum, compound interest ?” 

(b) “ How long will it take to pay off a loan of $10,000 at the 
rate of $1,000 per year, including simple interest in each payment 
at the rate of 4% per annum on the unpaid principal ?” 

(c) “ What will be the annual payments on a loan of $10,000 
payable in ten equal annual installments, including interest at the 
rate of 4% per annum, compounded annually ?” 

In connection with these problems a correct table showing the 
value of $100 at 4% compound interest at the end of each of the 
ten years was given, and candidates instructed to use this table in 
making their computations. In spite of this, one candidate in- 
sisted on constructing his own table, which was considerably less 
accurate. The actual computations necessary were very simple, 
requiring only a thorough knowledge of the basis principles of 
percentage and accuracy in figuring, and yet not a single candi- 
date succeeded in performing all of them correctly. One candi- 
date in working out problem (a) assumed (something nowhere 
hinted at in the problem) that money was now worth 6% per 
annum and thereon deliberately figured out the present worth of 
the issue, which the problem itself states plainly is to be com- 
puted on a 4% basis. It may be noted here that the greatest 
losses in marking suffered by most of the candidates throughout 
the examination was from lack of thoroughness in covering in their 
answers all the elements of the questions as submitted to them. 
Each element in each question was neatly checked in pencil on the 
question papers of the candidate whose answers were, on the 
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whole, the most complete and satisfactory. Computations of the 
character noted above are becoming more and more necessary in 
certain lines of business, and while it is possibly true that some 
practitioners in good standing might not be able to solve some of 
the problems given readily and successfully, it is equally true that 
any student seeking now to enter the field and asking for an 
official certificate of his competency should be fully qualified to 
do so. It may at least be taken as final that so long as the State 
Board of Accountancy of Colorado is constituted as at present 
any candidates seeking its certificates must, in order to obtain 
them, show a much greater proficiency in plain old fashioned 
arithmetic than was displayed by nearly all of those taking the 
examination under consideration. 

It is possible that had more time been allowed some of the 
candidates might have made a better showing, but it is the judg- 
ment of the board that had all the candidates known just how to 
handle the problems they would all have had plenty of time to 
make the actual computations carefully and correctly, including 
a careful revision and proof of their work. No doubt had the 
questions been such as they had been accustomed to in their 
previous work as bookkeepers and clerks they could also have 
made a better showing. But the certified public accountant must 
expect to be called in to solve problems on which the old line 
bookkeeper has “ fallen down;” and he is not expected to bring 
his text-books with him, either. 

The questions in practical accounting, instead of being mere 
exercises in arranging certain given figures, were intended to 
test the practical knowledge of the candidates as to how to handle 
and provide for the accounts in several different lines of business, 
viz.: combined manufacturing and merchandizing; real estate— 
installment sales of lots; retail drug—branch stores ; voucher rey- 
ister—any line with which candidate is familiar ; mercantile estab- 
lishment—closing entries; entries on books of borrower and of 
lender where equalized payments for term of years include in- 
terest ; forms and entries on books of all parties concerned, “ who 
are supposed to keep any accounts,” where material is purchased 
in advance of immediate requirements shipped and received by 
rail, placed in stock and a definite portion used for construction of 
the purchaser’s plant. In some cases the question called for 
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“ practical ruled forms” and in others for a description of the 
process. 

In this subject much better results were obtained than in arith- 
metic, and considerable intelligence and good sense displayed by 
a number of the candidates. But there was a woeful lack of 
thoroughness in covering the important points submitted and of 
clearness in description and neatness in execution on the part of 
many of the candidates that kept their markings by all the 
examiners away below the passing point. In some cases the ruled 
forms definitely called for were wholly lacking; in others, where 
given, they were so crudely and roughly drawn as to have re- 
flected anything but credit on the examiners if furnished in actual 
practice by the holder of one of their certificates. And while the 
examiners in all cases considered substance as of more importance 
than form they could by no means wholly ignore the latter. Also, 
where the descriptive matter omitted some essential element of the 
subject inquired into, or stated it incorrectly or in such manner 
as to leave the reader in doubt as to the meaning of the writer, a 
high mark could not be, and was not, given. For instance, in 
the question concerning the accounting for construction material, 
where the candidates were asked, “ Give the different original 
entries necessary to finally land the various amounts involved in 
the proper accounts in the general ledgers of the several parties 
who are supposed to keep any accounts and indicate what, in your 
opinion, these accounts should be?” and where all the data show- 
ing the revenue of the railroad company from the shipment were 
given, including the way-bill and car numbers and weight and 
rate of freight, every candidate attempting a reply utterly ignored 
the interest of the railroad company in the transaction. Some of 
them may have included it among the parties “ not supposed to 
keep any accounts,” but had any of them stated frankly that they 
were not familiar with railway accounts they would have received 
much better consideration, although some knowledge at least of 
this important branch of accounting practice should be possessed 
by every person making any pretensions to being or becoming a 
public accountant. It was not intended by the examiners as a 
“catch question,” but it certainly did catch those who failed to 
give it consideration. Again, while the question plainly stated 
that the purchase and shipment were made f.o.b. Denver, and that 
the charges were paid by the purchaser, some of the candidates 
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treated them as prepaid by the shipper. Others charged the 
whole amount of the purchase to construction account, although 
the question plainly showed that a large portion remained in the 
yard of the purchaser. How could the state board of accountancy 
be expected to grant certificates of competency to candidates 
capable of making breaks like these?) And how much would such 
certificates be worth? 

In commercial law another surprise awaited the examiners, the 
percentage of correct and approximately correct answers in this 
subject being generally larger than in either of those previously 
disposed of. The reason for this is evidently that the subject 
being a comparatively unfamiliar one some at least of the candi- 
dates had given it considerable recent and especial study, while 
relying on their belief that what they did not know about book- 
keeping was not worth knowing, and that because they could 
generally get the totals on the debit and the credit side of their 
trial balances to agree they knew all there was worth knowing 
about commercial arithmetic. However, so long as the answers 
given were correct the examiners were bound to mark accord- 
ingly. They could also allow comparatively more for an ap- 
proximately correct answer where the supreme courts of different 
states had probably given out different guesses on the subject 
than for a nearly correct solution of a problem in arithmetic. 
Time will not allow for a comment on the different answers given 
on each of the questions under this head. These questions were 
all of a practical character and such as might easily come up in the 
practice of any public accountant. The subjects covered were: 
contracts; partnershops and corporations compared; stocks and 
bonds ; legal rate of interest in Colorado; original entries ; liability 
of corporation for debts incurred by promoters prior to incorpora- 
ton and of directors paying same from corporate funds; effect 
on various instruments of death of signers; legality of dividends 
in stated cases; relations between principal and agent ; exemption 
from liability of the endorser of a note. More of the candidates 
fell down on this last subject than on any others, a number of 
them seeming to think that this was only and always effected by 
writing “ without recourse ” above the endorser’s signature. 

In theoretical accounting we returned again to the realms of 
vague knowledge and indefinite statement, and the markings in 
nearly every case were below those given in commercial law. 
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Many of the answers were very incomplete, failing to take cog- 
nizance of essential elements of the question. Others showed a 
complete misconception of questions plainly stated by the ex- 
aminers and clearly understood by other candidates. A few of 
the candidates showed a good understanding of the questions an- 
swered, but failed to answer all. In these cases some allowance 
was made for probable correct answers to those they had failed 
to reach, on the principle that thorough work, so far as they were 
abie to go, was worth more than covering the whole ground in a 
slipshod way. The subjects covered were: 


Essential things in installing, conducting and auditing the 
accounts in specified lines of business ; 
- Capita! stock, bonds, sinking funds and reserves; 

Uses of different books and systems of accounts; 

Cash systems ; 

Accounting for exhaustion and depreciation of property ; 

Appreciation of property aside from operations ; 

Carrying and accounting for a concern’s own fire insur- 

ance ; 
Difference between American and English balance sheets. 
Had the board been conducting an examination of applicants 
for a job as bookkeeper at $15.00 per, they could, and probably 
would have framed up a set of questions, pertaining more closely 
to the particular business in view, on which most of the candidates 
would have made much higher percentages. But they were not. 
When we come to auditing, the subject taken up at the last 

session of the examiners, we notice a decided improvement in the 
general result, although the same individual characteristics appear 
here as elsewhere. Those who are loose in expression or vague 
in ideas in other subjects display the same defects here, while 
those whose technical knowledge is not forfeited by practical ex- 
perience betray the fact in this subject more clearly than in others. 
On the other hand, those who have had the benefit of practical 
experience have an opportunity in this subject to display it to good 
advantage. Had the results in all the other subjects been as satis- 
factory a considerably larger proportion of the applicants would 
have been granted certificates. It is evident that a goodly portion 
of them displayed greater ability in the direction of discussing 
and criticising the work of others than in the constructive proc- 
esses of theoretical and practical accounting. 
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The questions in this subject were on: 


1. The duties, responsibilities and qualifications of a 
public accountant and auditor ; 
. Preliminary steps before commencing the first audit of 
a concern ; 
. Items to be specifically looked for in certain cases ; 
. Relating to vouchers ; 
. Approval of payment of dividend in certain cases; 
. Verification of cash balance shown at date some time 
time previous to audit; 
. Verification of inventories and pay-rolls ; 
. Method of procedure in audit of one of several-lines 
of business named; 
. Procedure in case of dividend from proceeds of sale 
of donated treasury stock ; 
. Report of audit of any concern selected by candidate 
where figures are correct but methods misleading. 


In concluding this description of the actual written examina- 
tion and the results developed by it, I wish to explain that while 
the markings of the three examiners necessarily differed some- 
what in detail the final average given by each of them, without 
previous comparison or consultation, to each candidate was re- 
markably uniform. These final averages included the results of 
their observation as to the personalty and general aptitude of the 
candidates for the work of a public accountant as developed 
during the written examinations and at the oral examination, but 
the markings on the written examinations were entirely impartial 
and impersonal. 

I also wish to say that what little I know on the great subject 
of accountancy, and especially of public accountancy, has been 
mostly gained in the school of hard knocks and not by gleaning 
in pleasant fields. And I believe the same is true of every member 
of the board. I know of no trade, occupation or profession in 
which the rewards are attractive where the labor necessary to 
insure these and the discouragements in the way are not sufficient 
to keep from the highest success all those who have not the mental 
ability, the strength and the courage to come up, grim or smiling, 
after every defeat and to keep pounding away until all possible 
success is finally won. 
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EDITORIAL. 
The Colorado C, P. A. Examination. 


In another column we publish some extracts from a lecture 
delivered before the class of 1911 of the School of Commerce, 
Accounts and Finance of the University of Denver by J. H. 
Kingwill, C.P.A., member of the State Board of Accountancy 
of Colorado. This article is a most interesting contribution to 
the correspondence which has recently been carried on in these 
columns as to the sufficiency or otherwise of the papers set to 
candidates for the C. P. A. degree. It certainly gives food for 
reflection, and would seem to account for the high percentage of 
failures which have occurred in the examination reviewed in this 
article, and possibly also in the examinations held in other states. 
The failures are attributed by Mr. Kingwill to the following main 
causes : 

(1) Defective knowledge of commercial arithmetic, a sub- 
ject of the utmost importance to every accountant’s clerk, and 
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without a thorough knowledge of which his services can be of 
little use to his employer. The question set upon the preparation 
of a pay roll distribution is certainly a very pertinent one and 
one of everyday occurrence, and the failure of so many candi- 
dates to solve correctly such an elementary question certainly 
forms good ground for refusing to grant them certificates. 

(2) The want of thoroughness in covering the important 
points submitted in the questions on practical accounting, and of 
clear description and neatness in execution on the part of the 
candidates. As to the necessity of a candidate having such qual- 
ifications there can, we think, be little or no doubt, and here again 
it would seem that the action of the examiners was entirely jus- 
tified. 

(3) The serious want of knowledge as to questions of 
theoretical accounting; and finally 

(4) The want of practical experience in auditing. This 
criticism raises, of course, the whole question as to whether a 
C.P.A. degree should be granted to candidates who have no prac- 
tical experience in an accountant’s office. While of course there 
is a great difference of opinion on this subject, we think that the 
action of the Colorado Board of Examiners in insisting upon prac- 
tical experience of some sort ,and setting their questions in order 
to test this experience, will be generally accepted by the large body 
of public accountants as a great step in advance. 

It cannot be too strongly impressed upon intending candi- 
dates for this degree, in whatever state they propose to take the 
examination, that it is just as essential that they should read up 
and study the subject of practical and theoretical accounting and 
auditing as it is that they should study commercial law, and 
furthermore, that some really practical experience in accounting 
work will naturally help them. If the importance of this were 
fully realized there would be a good many less failures than there 
are at present. Unfortunately at the present time there seem to 
be a large number of aspirants for this degree who come to the 
examination with a fixed idea that accounting is mere book- 
keeping, and that they know all about it and until they realize 
the vast difference between the two no improvement can be 
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Shyster Accountants. 


The following letter addressed to a well-known business house 
in New York City will be read with interest by all accountants : 


GENTLEMEN: On receipt of my letter of May 17 last, concerning the 
audit of your books, you were good enough to reply stating that (here is 
mentioned a well-known firm of New York accountants) were performing 
the services in question. ‘ 

If you are not committed for your forthcoming audits I believe I can 
perform the same with a saving to you of from 25% to 40%—a most sub- 
stantial reduction. 

I am a certified public accountant (laws of the state of New York) 
of long experience, high standing and reliability. I am employed by some 
of the largest houses in New York. 

I have accountants on my staff at present who were formerly in the 
employ of ————. So it is quite within the bounds of possibility should 
you contract with me that the same men (or others equally as good) 
would be employed on your work, the only difference being that it would be 
under my management and supervision and at the reduction mentioned. 

I would be pleased to receive a line advising me to call. 

Very truly yours, 


The writer of this letter certainly lacks good business sense. 
Such a letter—and he has doubtless addressed similar letters to 
many other firms—is hardly likely to result in his engagement 
by a reputable business house. 

Such “touting” for business, while it can bring no benefit 
to the touter, nevertheless does great damage to the profession. 
Accountancy has not yet won a recognized place among the 
professions in this country, and men of this class, of whom there 
are too many in existence, are doing much to keep from winning 
the public’s respect and confidence. Cases of this sort should 
receive the active attention of the New York State Society. 


Following is a letter sent by a Chicago audit company to a 
New York business house: 


GENTLEMEN: Perhaps if the cost were not too great, you would like 
to make an arrangement for the auditing of your branch house accounts. 

We are prepared to render such service, on very moderate terms, and 
to guarantee our work to be equal to the best. We employ none but 
thoroughly competent men, and all are under the personal supervision of 
a certified public accountant. 

We cheerfully furnish estimates of cost, free of charge, and would 
like to have you compare our prices with others. With your permission, 
we will look over the books of your Chicago branch, and submit you a 
proposition for a periodical audit of accounts. 


Hoping that we may have the pleasure of serving you, we are 
Very truly yours, 
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To this letter was attached an advertisement of the concern 
in question showing a “ proof of bank account” to which the 
following notes are appended: 

“ Test your bank account in this matter. If the footings of the 
two columns do not agree, there is something wrong, either with 
your books or the bank’s books, and you need the services of an 
expert accountant. 

“We do auditing and systematizing on very moderate terms. 

“We organize corporations at much less than usual cost. 


“We guarantee our work to be satisfactory, make no charge 
for interviews in county, and gladly furnish estimates free.” 


This letter is more hurtful than the first because it is more 
skilfully prepared. It carries with it a semblance of reserve 
and dignity, and is therefore much more likely to be given con- 
sideration by business men. It flatly puts the practice of account- 
ancy on a commercial basis, and advises business men to give 
their audits to the accountants who will do the work for the least 
money, such accountants, of course, guaranteeing their work to 
be equal to the best. 


Under the law we believe there is no way of preventing cheap 
accountants and audit companies from seeking business in this 
unprofessional fashion, or of saving the gullible portion of the 
business public from paying out money for services that 
are worse than useless. Grievous as is the effect of such meth- 
ods upon the standing of the profession of accountancy, yet for 
a time they must be endured. Medicine and law have suffered 
from the same evil in the past and the profession of medicine 
will probably never be rid of it. These older professions, by the 
adoption of high ethical standards, which have been enforced 
by their leading practitioners, have gained the highest possible 
place in public estimation. It is only the very foolish and ignor- 
ant who now give heed to the promises of the medical quack or 
legal shyster. The profession of accountancy must gain its 
standing in the same way. Its representative practitioners must 
observe the highest possible ethical standard, and all of us having 
the interests of the profession at heart must do our utmost to 
educate the business public as to the difficult and delicate nature 
of the work which the professional accountant undertakes to 
perform. 
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That the business public needs enlightenment with regard to 
the accounting profession is very clearly indicated by the fol- 
lowing advertisement which recently appeared in the New York 
Herald: 

ACCOUNTANT—Corporation doing business five millions annually de- 
sires to contract with firm accountants, preferably certified or chartered, 
to devise and install system of administration and cost accounts and audit 
accounts, periodically thereafter ; must state experience, references, qualifi- 
cations and terms to secure consideration. 

(Signed) Corporation, 200 Herald Downtown. 

It is certainly astonishing that a corporation of the size dis- 
closed in this advertisement should have so little knowledge of 
the value of accountants’ services as to suppose that they can 
be engaged like ordinary clerks. Of course, no reputable firm 
of accountants would seek business on the terms which it pre- 
scribes. If the corporation is really doing business, its direct- 
ors would do well to inquire into the experience and qualifications 
of its general manager. 


We hope that members of boards of C. P. A. examiners will read Mr. 
Kingwill’s interesting article in the present issue—and take their cue from 
it. Let us have a full, frank and enlightening discussion of this important 
subject. In the C. P. A. Department of this issue we print two problems 
set by the New York State Board, with solutions by Professor Dennis. 
One of these problems, No. 4, we have heard variously criticised by ac- 
countants. We should be glad to know whether Mr. Kingwill, or any 
other examiner, regards it as a perfectly fair question. 


The Journal of Accountancy. 


The Corporation Tax Correspondence. 


The joint letter sent to Attorney-General George W. Wickersham by 
several firms of public accountants in New York City, which was published 
in the July issue of THE JouRNAL oF AccOUNTACY, was answered as fol- 
lows by the Attorney-General: 


I am in receipt of the letter signed by your firm and a number of others 
with respect to the proposed corporation tax law, in which you advise me 
that you have formed the opinion that some of its provisions are abso- 
lutely impossible of application and others violate all the accepted prin- 
ciples of sound accounting. 

You first call my attention to the fact that the “ fiscal year of a num- 
ber of corporations is not and for business reasons cannot be the calendar 
year, and consequently, having in mind that in such cases an inventory 
was not taken at the beginning of the calendar year 1909, it is and will be 
quite impossible for any business, corporation or institution, whose fiscal 
year does not terminate with the calendar year, to make a true return of 
its profits as required by the proposed law.” 

I beg to call your attention, in the first place, to the fact that the pro- 
posed law does not impose a tax upon “ profits” but upon “the entire net 
income over and above five thousand dollars received by” the corporation, 
joint stock company or association, or insurance company subject to the 
law, from “all sources during such year.” It has been the uniform prac- 
tice of the Government in framing revenue bills to require the tax to be 
paid as of a fixed date, and, so far as I have been able to ascertain, in 
every instance the tax is imposed for the calendar year ending December 
31st. Such was the income tax law of 1894. It may be inconvenient, 
but it is certainly not impossible for any corporation which keeps just 
and true books of account to make up a return such as that required by 
the proposed law, particularly as the return requires statements of actual 
receipts and payments, and not, as you recommend in your communication, 
of expenses “incurred,” interest “accrued,” and losses “ascertained.” 

2. You next object that the proposed law authorizes the deduction of 
“expenses actually paid,” and you contend that this should be changed to 
read “expenses actually incurred.” The bill was purposely framed to 
deal with receipts and disbursements made within the year for which the 
tax was to be imposed, and the words “actually paid” were employed 
advisedly. The same may be said with respect to losses actually sustained 
and interest actually paid. The theory of the framers of the bill in this 
respect differs from that which you advocate. 

3. You then object that in Clause 1 the bill refers to “net income re- 
ceived;” in clause 2 it refers to “gross income” without the addition 
of the word “received ;” and in clause 3, paragraph 3, it refers to “ gross 
income received,” and you comment: “There is here a complete con- 
fusion between income and income received, which can only lead to endless 
complication.” 

I cannot agree that there is any confusion whatever in this respect. 
“Gross income” in clause 2 obviously and necessarily means “ gross in- 
come received.” The tax is imposed by clause 1 upon the entire net 
income above five thousand dollars received from all sources during the 
year. By clause 2 “such net income” is to be ascertained by deducting 
from the gross amount of the income from all sources the specified items; 
and if anybody could question whether that meant “gross income re- 
ceived,” his doubt would be removed by the provisions in paragraph 3 
of clause 3. 

Your further statement that “as accountants actively engaged in the 
audit and examination of a number of varied businesses and enterprises, 
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we unbhesitatingly say that the law as framed is absolutely impossible of 
application,” causes me very great surprise. My personal acquaintance 
with you and a number of the other signers of the letter leads me to the 
belief that you have underestimated your capacity. Certainly the statement 
of objections made in your letter is entirely insufficient to support the 
conclusions which you express. 


To this communication the accountants replied as follows: 


Our only object in addressing you was to be of assistance in a matter 
of practical accounting which enters into the proposed law, as to which 
we believe that our experience specially qualifies us to speak. We have 
purposely refrained from any reference to the policy involved in the law, 
with which we as accountants are not concerned. 

The views expressed in your letter of the 12th instant would seem 
to indicate that you have not fully appreciated the difficulties which will 
be met with in carrying into effect the provisioms of the proposed law 
as amplified and explained in your letter; and we therefore feel that in 
justice to ourselves we must refer at greater length to some matters 
which were only briefly touched upon in our letter of July 8th. 

We are glad to have your clear expression as to the intention of the 
law to deal with receipts and disbursements only (presumably on income 
account) and not with income earned (or profits) and expenditures in- 
curred. Under these circumstances it would seem better to use the term 
“receipts on income account” and “disbursements on income account” 
rather than “income” and “expense” as the latter terms are more com- 
monly defined and used in relation to income earned and expenses in- 
curred. In any case if in clause 2 “gross income” means, as you state 
it is intended to mean, “gross income received” it would certainly be 
better to say so and thus remove any possible ambiguity. 

We note that you refer to the precedent of the income tax law of 
1894. We believe that this law was declared unconstitutional before there 
had been time to experience the difficulties and uncertainties which any 
attempt to enforce it, if drawn on the lines of the present bill, would have 
involved. In this connection we may perhaps point to the precedent of 
the English income tax law which has stood the test of over half a 
century. In this case the tax is on profits which in this country are 
frequently termed “net income;” and the accounts of corporations pre- 
pared in the regular course of business for their respective fiscal years are 
and always have been accepted as the basis of taxation, subject to minor 
provisions as to rates of depreciation, interest deductions, etc. 

Our main criticism of the bill in its present form is that in the large 
majority of cases it will be impossible of application for the year 1909, 
as explained in our previous letter, and very difficult and expensive if not 
altogether impossible in subsequent vears. 

Railroads perhaps require the simplest form of accounting obtaining 
among business corporations. These accounts are kept in a form pre- 
scribed by the Interstate Commerce Commission and severe penalties can 
be inflicted for any departure from those forms. They must be kept on a 
basis not of receipts and disbursements but of earnings, whether collected 
in cash or not, and of expenses, whether paid or not, which in both cases 
acrued during the fiscal vear closing on June 30th; the outstanding income 
and expense items uncollected and unpaid running into very large figures 
and frequently varying considerably in amount between one year and 
another. While it would be possible to prepare also an account of re- 
ceipts and disbursements, this would involve a great deal of extra work 
in the compilation of special data and would raise most difficult questions 
as to the proper distribution between capital and income of large payments 
for stores, the ultimate use of which is not and cannot be known at the 
time of payment. 
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Turning now from this, which is perhaps the most simple case, to that 
of a large manufacturing concern producing all kinds of finished products 
out of purchases of ore and other raw materials, an accurate or even ap- 
proximate statement of cash receipts and disbursements on income account 
is a practical impossibility at any time. Cash receipts arising from sales 
of products can be ascertained without much difficulty beyond requiring 
considerable extra work. But no system of accounting can give even 
approximately “the ordinary and necessary expenses actually paid within 
the year out of income in the maintenance and operation of its business 
and properties.” Such expenses presumably must include the cost of 
the goods sold. Into this cost and following it through all the intricate 
accounting which has been found to be necessary are raw materials 
actually used in manufacture, labor expended and innumerable items of 
expense which are taken into costs as they accrue quite irrespective of 
the date of payment. Very large inventories are carried of materials and 
supplies which are purchased at one period, paid for at another, and used 
at all sorts of times, in all sorts of quantities, and for all sorts of pur- 
poses, mainly for manufacture into products for sale but to a large extent 
for additions to or extensions of the plant. Such as are used for the 
latter purpose are not, as we understand the proposed law, a proper deduc- 
tion from gross income, and yet long before they are used all identity 
between the materials themselves and the disbursements made for them 
has been lost. There is in our opinion no method in which any such state- 
ment as that called for in the proposed law can be prepared short of an 
entirely independent and separate set of books, designed to follow each 
bill paid through to the ultimate destination of the materials or services 
covered thereby, thus duplicating the present cost of the accounting de- 
partment, and serving no useful purpose whatever. Even if such method 
were adopted it is very doubtful if it would produce the results required 
with even approximate accuracy. 

Without unduly burdening this letter it is impossible to go into further 
details here; but the facts must in the opinion of any one familiar with 
the operations and accounts of a complicated modern maufacturing con- 
cern fully justify the conclusions which we expressed in our letter of 
July 8th, and which we now emphatically endorse. Whether the proposed 
method is physically impossible, or merely as you state “ inconvenient,” 
it will, we think, be generally conceded that it is in the general interest of 
the effective administration of laws relating to taxes that they should in- 
volve as little inconvenience as possible upon those required to make re- 
turns thereunder. The basis for arriving at the amount liable to taxation 
suggested in our former letter would have the advantage of simplicity, 
and if the tax is to be a permanent institution, its efficient operation would 
be greatly facilitated by conformity with regular accounting methods. 

We have felt it our duty to protest strongly against the wording of the 
proposed bill upon the grounds set forth, but our object is to help and not 
to hinder. If you think any good purpose would be served by our appear- 
ing before you and discussing this matter fully with a view to arriving at a 
satisfactory solution, which we are satisfied can be done, we shall be 
pleased to hold ourselves at your disposal for this purpose. 

Regretting our inability to in any way modify the conclusions already 
expressed, 

We are, dear sir, 
Yours very truly, 


Detortte, PLeNpeR, GrirFiTtHs & Co. Gunn, & Co. 


Price, WATERHOUSE & Co. Epwarp P. Moxey & Co. 
Haskins & SELLs. Barrow, Wane, Gutuerie & Co. 
Lyzranp, Ross Bros. & Montcomery. Loomis, Conant & Co. 
Marwick, Mitcuett & Co., Surrern & Son. 


Nires & NIes. 
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The correspondence was closed by the following letter from Mr. 
Wickersham: 


I have a letter dated the 21st inst. signed by yourself and a number 
of other firms of accountants in response to my letter of July 12, replying 
to your former letter of July 8. In your last letter you set forth in some- 
what more detail the following proposition: 

But no system of accounting can give even approximately the ordinary 
and necessary expenses actually paid within the year out of income in the 
maintenance and operation of its business and properties. 

I think the bare statement of that proposition would be received with 
very great incredulity by most minds. Certainly, I am quite unable to 
assent to it. However, it is now too late to attempt to recast the corpora- 
tion tax amendment bill on the basis of such proposition. 


Better Accounting Needed. 


Public accounting has experienced a remarkably broad development 
in this country since the inception of its newly created professional status. 
The demand for the services of the certified public accountant is becom- 
ing greater each year. Every modern draft of corporate by-laws should 
contain (as many do) some provision for an audit of the accounts and 
records at stated intervals. This comparatively new business safeguard 
is now generally conceded as indispensable, and the day is not far-distant 
when legislation will be enacted throughout the country compelling cor- 
porations to secure the accountant’s certificate through the regular pro- 
cedure of an audit. 

Naturally the work of the certified public acccountant is watched with 
great interest. With the growth of this profession, as in others, there 
may be pointed out some objectionable customs of the practitioner which 
do not exactly conform to professional ethics. 

Many serious errors and omissions have been made by intrusting work 
to young and inexperienced assistants, which should have been performed 
by a fully qualified accountant at the same fee, even though he may not 
have the degree. Cases have even come to light where in changing ac- 
countants large defalcations have been disclosed in corporations and firms 
which to the first real auditors were hopelessly mixed because of super- 
ficial methods of accounting. 

No accountant who carefully guards his reputation can afford to do 
work cheaply; and likewise no corporation which requires an audit or 
examination should consent to such cheapness. 

The vocation is one of hard and serious work, and should not be in- 
trusted to any other than those of proved judgment and capability. In 
view of the fees charged clients have a right to demand ability of the 
highest order. That the peculiarly delicate relations between the ac- 
countant and his client may be fully sustained, such an obligation should 
be strictly satisfied —Wall Street Journal, July 14, 1909. 
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Federation of Chartered Accountants in Canada. 


THE JouRNAL oF ACCOUNTANCY is informed that the union of the 
Canadian societies of public accountants under the above title is now prac- 
tically assured. Five out of the six Canadian societies are pledged to 
sign the Memorandum of Association given below: 


MEMORANDUM OF ASSOCIATION. 


Know all men by these presents that the undersigned institutes and 
associations of chartered accountants (hereinafter referred to as “ so- 
cieties”) incorporated under and by the authority of the legislatures 
respectively of provinces of the Dominion of Canada, have by these pres- 
ents become associated under the name or title of The Federation of 
Chartered Accountants in Canada for the objects and purposes, and upon 
the terms and conditions hereinafter set forth, to wit :— 

1. The rights and privileges which are now enjoyed, or which may at 
any time hereafter be secured by legislation, to any body of chartered 
accountants now incorporated, or which may hereafter be incorporated, 
under and by the legislative authority of any province of the Dominion 
of Canada, shall be reserved to such bodies unimpaired, and no by-law or 
other proceeding of the federation shall be construed to express a con- 
trary intention. 

2. The objects and purposes of the federation shall be: 

(a) To secure the incorporation of provincial societies in provinces 
of the Dominion where none now exist; 

(b) To assist provincial societies in securing uniform legislation for 
the better protection and regulation of local professional 
interests ; 

(c) To secure the adoption by provincial societies of uniform 
standards of examination and membership; 

(d) To arrange for reciprocal privileges between provincial so- 
cieties for the benefit of their members; 

(e) To consider questions of ethics; 

(f) To secure harmony of action in all matters affecting the com- 
mon interest, and generally to act in an advisory capacity to 
the provincial societies. 

3. The federation shall consist of the provincial incorporated societies 
only who shall have subscribed to these presents, and the membership 
shall be ipso facto the members in good standing of such societies. All 
membership fees shall be paid by the provincial societies. 

4. The business of the federation shall be managed by a council which 
shall be constituted in the following manner, namely :— 

(a) Each provincial society shall elect one representative; 

(b) Each provincial society qualifying over sixty members shall 
elect one additional representative ; 

(c) Each provincial society qualifying over one hundred members 
shall elect two additional representatives. provided, however, 
that no society shall have more than three representatives 
upon the council. 

5. The council shall prepare a set of by-laws, and the same shall be 
submitted by each of the societies subscribing hereto for the approval of 
their members respectively, and the said by-laws shall become effective 
only from the date when the secretaries of the said societies shall have 
certified to the council that the said by-laws have been approved by a 
majority of the votes cast by the members of their societies respectively. 
After the first set of by-laws have been adopted, no amendment or addi- 
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tion thereto shall have any force or effect until adopted by a majority 
vote of the members. 

6. At the annual meeting of the federation, every member shall have dq 
one vote, and he may vote by proxy, but no proxy shall be given to a a 
person who is not a member. All questions to be voted upon in the inter- a 
val between two annual meetings shall be by means of ballot papers, which 
shall be mailed to each member. 

7. Any provincial society may withdraw from membership by resolu- 
tion of its council, and upon sixty days’ notice, provided it shall have 
discharged its financial and other obligations to the Federation. 

In witness whereof the provincial societies aforesaid have by virtue 
of the authority vested in their respective councils, subscribed to these 
presents, each by affixing its corporate seal, and attesting the same by the 
signatures of its president and secretary, together with the date thereof. 


Libel Action by Accountants. 


The action brought by Messrs. Haskins & Seils, certified public ac- 4 
countants, of New York, against the proprietor and printer of The London i 
Joint Stock Companies’ Journal, for alleged libel, came on for hearing be- 
fore Mr. Justice Channell and a special jury on the 15th inst. The plain- 
tiffs, who were represented by Mr. Rufus Isaacs, K. C., complained of an 
article in the defendants’ newspaper commenting upon a report that they 
had issued of the affairs of Barnum & Bailey, Lim., in which it was 
suggested that the American firm had made an exhibition of itself, for 
which, if the proprietors of the company were wise in their own interests, 
payment would be exacted by loss of office at the next annual meeting, 
unless Messrs. Haskins & Sells had the dignity to resign in the mean- 
time. On the case being called, however, the defendants withdrew all 
imputations, expressed their regret, admitted that there was no founda- 
tion for the statement complained of, and consented to indemnify the 
plaintiffs for all their costs, and accordingly, with his lordship’s per- 
mission, a juror was withdrawn and the case settled. It is all very well 
for English newspapers to resent the transference to American practi- 
tioners of the audit of a company whose capital is held mainly on this 
side of the Atlantic, but it is easy to reach a point when zeal outruns 
discretion, and for our own part we venture to think that the profession 
of accountancy in this country is anything but well served by indiscrim- 
inating attacks of this description, more particularly if they are no better 
justified that was that by our contemporary against Messrs. Haskins & 
Sells, who deservedly occupy one of the highest positions in the states.— 
The London Accountant, June 26, 1900. 
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Correspondence. 
The Canadian Situation, 
To THe JourRNAL oF ACCOUNTANCY: 

The May number of THe JourNAL or ACCOUNTANCY did not reach me 
until a few days ago, owing to my absence from the office. I notice on 
page 76 of that number, that you publish an item purporting to have 
originally appeared in the Ottawa (Ont.) Globe having reference to the 
disallowance by the dominion government of an act of the legislature of 
the province of Ontaria, of a recent session, having to do with certain 
amendments to the original act incorporating the Institute of Chartered 
Accountants of the Province of Ontario. Inasmuch as the paragraph, 
standing by itself, is altogether misleading, I think it is proper that you 
should present to the readers of THe JourRNAL some facts in connection 
with the present status of accountacy as it relates to the Dominion and 
Ontario bodies. I shall try to present the matter in as brief form as 
possible. 

In Canada the constitutional system corresponds almost exactly to that 
of the United States in the respect that there is a federal Parliament and 
in each province a provincial Parliament, each of these bodies having 
their own well-defined jurisdiction. Matters of education and civil rights 
are exclusively within the jurisdiction of the provincial legislatures, and 
in pursuance of this authority chartered accountant societies have been 
incorporated in six of the Canadian provinces. In 1901 an attempt was 
made independently of these provincial societies to secure incorporation 
of an association of accountants by the federal Parliament, the appli- 
cants asking for power to style themselves chartered accountants, and to 
confer distinctive titles and letters, similar to those used by the provincial 
institutes. This application was opposed. The right of members to desig- 
nate themselves chartered accountants and to use distinctive titles or 
letters was struck out, and the official reports of the debates in Parlia- 
ment made it clear that no such rights could be exercised. Amendments 
were secured which gave the provincial institutes the right of membership, 
and therefore the controlling voice. Unfortunately, however, the provi- 
sional control rested in the hands of persons out of sympathy with the 
principle of these amendments, and in the short period preceding their 
statutory meeting for organization the provisional council passed several 
devious and illegal enactments whereby the provincial bodies were de- 
prived of their control or even a voice in the management of the newly 
formed body. This organization, known as the Dominion Association of 
Chartered Accountants, during its brief history seems to have devoted 
its attention almost exclusively to the task of undermining public confi- 
dence in chartered accountants in the province of Ontario by admitting 
to its membership without an examination of any kind whatever persons 
not engaged at accounts, persons who were not accountants, and other per- 
sons who had failed to qualify in the Ontario institute examinations. 
All the titles and designations denied to this organization by Parliament 
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have been resumed under the alleged authority of these extraordinary 
by-laws, and the organization exists to-day apparently without any policy 
other than to mislead innocent people into the belief that it possesses the 
right to confer a valuable title. It is not, has never been and never can 
be representative of Canadian sentiment or practice. 

In 1908 the Institute of Chartered Accountants of Ontario laid the 
facts before the provincial government, which promptly enacted a measure 
designed to protect the title in Ontario against the glaring misuse made 
of it by the Dominion Association. It is this act which has been dis- 
allowed by the governor-general in council on the advice of his minister of 
justice, acting on the representations of the Dominion association, through 
the legal firm of which the minister of justice is the titular head. There 
has been no pretense of taking up the matter judicially and hearing both 
sides of the question before exercising the veto right. Consequently 
there are strong grounds for the presumption that the last has not been 
heard of the matter. 

The details of this controversy would occupy greater space than I 
am entitled to ask of you. The real issues, however, were dealt with in 
the Monetary Times, published in Toronto on May 8th, 15th, 22d and 29th 
last. The only reply so far to the indictment of the Dominion associa- 


tion contained in these articles is a costly advertisement in a succeeding 
issue of the same publication. Further comment is superfluous. 

It may be stated that the provincial societies (with the possible ex- 
ception of Montreal association) have now formed an association called 
the Federation of Chartered Accountants in Canada, which will stand in 
the precise relationship to the provincial societies that the American Asso- 
ciation of Public Accountants stands to the State Societies of Certified 
Public Accountants, and I predict for this federation a degree of success 
and influence commensurate with that of the American association, modi- 
fied only by its more limited sphere of operations. 

There is very much that could be said as to the excellent work which 
is being done by the Ontario institute in an educational way, as com- 
pared with the other body, but a discussion upon that topic would not 
be germane at the present moment. 

Yours very truly, 
F. H. MacPuerson, C.P.A. 
Detroit, Mich., July 22, 1909. 
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Book Department. 


AMORTIZATION. By Charles E. Sprague, New York. Published by 
the Author. 1908. 22 pages. 


Colonel Sprague has contributed so many valuable expositions to scien- 
tific accounting that the profession will not be startled to learn that he has 
just issued a treatise entitled “ Amortization: A Guide to the Ready 
Computation of the Investment Value of Bonds by the Use of the Ex- 
tended Bond Tables.” 

It was prepared as a companion to the “ Extended Bond Tables,” and 
it fittingly supplements “The Text Book of the Accountancy of Invest- 
ment,” wherein he explains the theory of Amortization. 

The treatise is designed to be useful to all officers of financial institu- 
tions whose duty it is to report semi-annually to the Superintendent of 
Banks and in the manner prescribed by him, “the estimated investment 
value of all stock and bond investments;” and there is no doubt that its 
use would lighten their labors, as well as the labors of those executors, 
administrators and trusteees charged with the administration of trust 
funds. 

By law, the principle of amortization is made the only true method of 
valuing securities held for investment; but the law recognizes two methods 
of ascertaining these values, viz.: the scientific, and the simple or pro 
rata method. It is evident that the latter is an approximation, and, as 
such, serves a useful purpose only where no better can be employed; but 
it is not accurate. Colonel Sprague demonstrates this very clearly and 
believes that it should be discarded and superseded by the scientific 
method. 

The treatise, therefore, is intended to outline the process by which the 
scientific investment-value may most readily be ascertained from tables of 
extended bond-values; and to accomplish it a simple set of rules is 
formulated. 

“What is Investment Value?” The answer to the question is an 
analysis of value, as applied to bonds, into its component parts, and an 
explanation of the means by which these parts are determined from the 
price, time and rate, and their inter-relation to amortization or accretion. 

“The Basis of Income,” and (a new one) “ The Inaugural Value” are 
exhaustively treated and exemplified, the author drawing heavily on his 
rich experience and covering every known kind and phase of bond and 
their values, periodic, present and future. Practical examples abound, in 
which every detail of calculation is concisely set forth, each example being 
purposely selected to elucidate some problem in bonds, the solution of 
which besets the beginner and taxes to the limit the ingenuity of even 
the initiated. Among these might be mentioned: Ascertaining the basis 
of income; finding the inaugural value; application of the income rate 
to the regular periodic period and to broken time; finding the value of 
serial bonds and bonds at unusual rates; combining several purchases; 
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fixing the amortization between periods; harmonizing the bond interest 
periods with the business closing periods where they are not simultaneous, 
etc., etc. 

It is impossible in this short review to do ample justice to its intrinsic 
merit, but the writer ventures the opinion that the treatise is a necessity 
to those concerned in the accounting and reporting of investment values, 
and will be a valuable acquisition to the library of every student of amor- 
tization as well as a ready reference in time of need. 

E. J. D. 


RAILROAD PROMOTION AND CAPITALIZATION IN THE UNITED 
STATES. By Frederick A. Cleveland, Ph.D., and Fred Wilbur 
Powell, A.M. New York, Longmans, Green & Co., 1909. 8vo, 368 
pages. Price $1.50. 

This volume is one of the most valuable of recent contributions to the 
meagre stock of available information as to the development and methods 
of American railroads. The book is in part the result of four years of 
patient research under the auspices of the Carnegie Institution. "An 
authoritative account of the building of the pioneer railroads of the United 
States, of their struggles for funds, and of their prosperity and growth 
is here given for the first time. 

Some idea of the scope of the book may be had from the chapter 
headings, which are as follows: 

The First Era of Transportation Development in the United States. 
The Embargo, The Second War with Great Britain, and Their Effect 
upon Transportation Development. The Beginning of the Railroad. The 
Effect of Early Experiments on Popular and Investment Opinion. The 
Economic Basis of Transportation Development. State Funding of Trans- 
portation Enterprise. Rivalry between Trade Centres in its Relation to 
Promotion and Capitalization. Promotion of Private Companies. Recon- 


naissance and Surveys. Legislative Provisions as an Element in Pro- 


motion and Capitalization. Methods of Appeal for Financial Support. In- 
dividual and Local Subsidies to Private Companies. State Aid to Private 
Companies. The Reaction against State and Local Subsidies. National 
Aid to Private Companies. Transcontinental Railroads. Financial In 
stitutions and Syndicates as Agencies of Capitalization. 

The reviewer must confess to some disappointment that the book does 
not deal to a greater extent with present-day facts and conditions. As 
it stands the labor which Dr. Cleveland and Mr. Powell have performed 
will prove more useful to the economist and to the historian than to the 
business man. This feeling is relieved, however, by the authors’ promise 
that “subjects pertaining to the financing of construction and equipment, 
financial management, bankruptcy, receivership, reorganization and con- 
solidation will be presented at a later date.” 
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Legal Department. 


Epirep py CHARLES W. GERSTENBERG, LL.B. 


AGENCY. 


Where the undisclosed principal of an agent is sued and judgment is 
obtained and the judgment is unsatisfied, the plaintiff is precluded from 

tf suing the agent. The rule is, of course, in the case of undisclosed prin- - 

1 cipals that where liability is incurred by an agent for an undisclosed : 

it principal, the plaintiff may elect to sue the agent or the principal. If a } 

_ judgment is procured against the agent, the right to sue the principal does 

not fall unless the plaintiff had knowledge of all the facts. (31 N. Y. 

Suppl. 985.) But where the plaintiff knows of the existence and identity 

: of the undisclosed principal and then sues one or the other to judgment 

his action in so doing amounts to an election and the discharge of the per- 

son not sued. Murpuy vs. Hutcuinson, 40 So. 178 (Miss.). 


BANKS AND BANKING. 


Plaintiff's employee secured from plaintiff checks made to a certain 
person whom the employer represented as being plaintiff’s creditor. Plain- 
tiff in fact was not indebted to the plaintiff but did not know it. The 
employee, then, to carry out his fraud, endorsed the name of the payee 
himself and cashed the checks. The bank was held liable as being the only 
person who was in a position to detect the forgery in the absence of 
negligence on the part of the plaintiff. The law on this subject was dis- 
cussed in this department in a previous number of THe JourNnaL. For the 
case outlined see JorpaN Marsu Co. vs. NATIONAL SHAWMUT BANK, 87 
N. E. 740 (Mass.). 


CONTRACTS. 


A statute provided that all deposits in savings banks and trust com- 
panies to the credit of persons whose whereabouts were unknown, for 
which no claims had been made for thirty years, should be paid over to 
the state subject to be repaid to the legal owner, with three per cent. 
interest from the time it was surrendered to the state. It was held that 
this statute was not an impairment of the obligation of contract, a con- 
tention raised by a saving institution which was being compelled by the 

j Attorney-General to surrender certain unclaimed deposits. ATToRNEY- 

GENERAL vs. ProvipeNtT INsTITUTION For Savincs, 86 N. E. 912. For a 

discussion of the principles involved see 22 Haw. S. R. 522. 
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CORPORATIONS. 


It was held in a case interpreting the laws of New Jersey of 1896 
(p. 298, c. 185) which provides, in effect, that “any creditor or share- 
holder” may institute proceedings to wind up an insolvent corporation, 
that the holder of a voting trust certificate could bring a bill in equity for 
the appointment of a receiver. The court held not that the holder of the 
trust certificate was a stockholder but that he was a creditor. It defined 
creditor as being any person entitled to share in the assets. The argument 
proceeds that only two classes are entitled to share in the assets, the stock- 
holders and the creditors. A holder of a trust certificate can not be a 
stockholder for he has transferred his shares to the trustee who as be- 
tween the two is the stockholder. If, then, the holder is entitled to share 
in the assets but is not a stockholder, he must be a creditor. Hooper vs. 
Basic Co., 69 N. J. Eq. 679. 

A stock broker bought and partially paid for certain shares of stock 
for his principal but had the shares registered in his own name. It was 
held that the company had a right against the principal and against the 
stock broker to recover assessments, the former on the ground of undis- 
closed principal and the latter on the ground of stockholder’s liability. 
Brown vs. ARTMAN, 166 Fed. 485. 


Illinois. 


Sixty-four candidates for the C.P.A. degree took the Illinois examina- 
tion in May; it has recently been announced that five passed the ex- 
amination. The successful candidates are L. G. Groebe, J. K. Laird, 
Eugene Herz, William Le Clear and R. G. Johnson. 


Colorado. 


A highly successful meeting and dinner of the Colorado Society of 
Certified Public Accountants was held at the Hotel Boulderado, Boulder, 
Colo., on Saturday evening, July 24. Among the speakers were Fermor J. 
Spencer, C.P.A., Alexander E. Fowlie, C.P.A., Hon. Joseph W. Folk, 
ex-Governor of Missouri; Prof. William H. Pease and Prof. Clyde L. 
King, both of the University of Colorado. Governor Folk emphasized the 
influence exerted by accountants in bringing to the front ability and in- 
tegrity and in eliminating corruption in public affairs. 


Mr. Henry Daspit, C.P.A., has become associated with the firm of 
Alex. A. Hart and Emile Bienvenue under the firm name and title of 
Hart, Bienvenue & Daspit, certified public accountants. 
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C. P. A. Question Department. 


Conpuctep By Leo GrEENDLINGER, M. C. S. 


Criticism and exchange of ideas will clear many a doubt and at the same time im- 
prove shortcomings. To solve, compare and criticise C. P. A. wr and thereby 
to aid in bringing about a uniform American standard for C. P. A. examinations, is 
the object of this department. With the aid of suggestions and criticisms from the 
professional brethren, it can undoubtedly be achieved. Inquiries will be cheerfully 


answered. 


Following are the third and fourth problems given by the New York 
State Board of Accountancy at the June, 1909, examination, with solutions 
by Professor W. H. Dennis. 


Problem 3. 


A firm manufacturing but one grade of cloaks, insured against burglary, 
claims to have been robbed on the night of September 1o. 

The proof of the loss filed by the assured contained two items for 
600 cloaks, $12,000; silk, 1,000 yards, $1,500. 

An inventory of stock on hand, consisting of cloaks, cloth and silk, 
had been taken January 1, amounting to $118,500, the particulars of 
which have been lost or destroyed, 

An analysis of the firm’s books produced the following information: 

Purchases of cloth, 37,500 yards at $1.00 
- silk, 10,000 yards at 2.00 
6,000 cloaks were manufactured, consuming 
cloth, 40,000 yards at $1.00 
silk, 10,000 yards at 2.00 
9,000 cloaks were sold between Jan. 1 and Sept. 10 
Cost of sales, per cloak, for material 
for labor and sundries 


Inventory, September 11, 2,500 cloaks, at 
12,500 yards cloth at 
5,000 yards silk at 


Prepare a report proving or disproving the claim. 
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Problem 4. 


John Dickside, a manufacturer’s agent who starts in business with a 
cash capital of $15,000, receives from the manufacturer $45,000 of goods 
on consignment, subject to a discount of 5% when he pays for the goods. 

Dickside pays freight amounting to $1,400, and allows claims for dam- 
aged goods amounting to $1,500, the total of which is chargeable to the 
manufacturer. He sells all of the consigned goods for a total of $60,000, 
and receives $44,000 from his customers, allowing them in settlement of 
the accounts $400 discount and $600 for defective goods. He makes the 
following payments: $2,100 for freight, of which $1,400 is chargeable to 
the manufacturer as noted above; $900 for expenses; he also pays the 
manufacturer $37,950. 

Prepare account of sales to be rendered to the manufacturer, balance 
sheet, statement of profit and loss, and statement of capital account. 


Solution. 


Trial Balance. 


Expense... . 
400.00 
Commission Account, 5% on $45,000.00......... 2,250.00 
190,950.00 


Charges 

Net Proceeds credited to Shippers’ Account.... $39,850.00 


Creditors’ Account. 


Cash paid shippers...... $37,950.00 Account sales rendered. .$39,850.00 
Balance due shippers.... 1,900.00 
$39,850.00 _ 39,850.00 


Balance brought down... $1,900.00 
314 


t 
$205,950.00 $205,950.00 
t 
Account Sales Rendered. 
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Customers’ Account. 


Sales Account .......... $60,000.00 Discount Lost .......... .0O0 
Claim and Allowance.... .00 
Cash Received .......... 44,000.00 


Balance carried down... 15,000.00 


Balance due from cus- | 
tomers. ............. 15,000.00 


Cash Account. 


$15,000.00 Paid Creditors .......... $37,950.00 
Customers ....$44,400.00 2,100.00 
Discount ..... 400.00 44,000.00 Paid Expense ........... 900.00 

Balance on hand......... 18,050.00 
Balance on hand......... $18,050.00 


Pro Forma Account Sales. 


————— $15,000.00 

Commission. ... . 750.00 1,450.00 


Net to be to 
pers. . $13,550.00 


Profit and Loss Account. 


Discount.............. $400.00 Commission Account 
Earned and due.$2,250.00 


Balance down .......... 2,600.00 Earned not due 750.00 
$3,000.00 
Claims and AIl- 
lowance. .... 900.00 
$3,900.00 $3,900.00 
Capital account ........ $2,600.00 Profit................. $2,600.00 


Capital Account. 


Investment. . -$15,000.00 
Profit and Loss. 2,600.00 
Balance Sheet. 

Customers. ... .......... 15,000.00 Pro Forma ‘Account Sales 13,550.00 

Capital. . 
$33,050.00 $33,050.00 
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Comments. 


Problem 3 requires a report to prove or disprove the claim made by the 
assured. It is a problem of a kind that accountants usually meet in the 
ordinary course of their practice. 

The solution begins with the sales of 9,000 suits at cost, to which is 
added the inventory of September 11, also at cost, making a total of 
$195,500.00. The inventory of suits on January 1 was 5,500, from which 
we deduct the cost of such suits at $17.00, or $93,500.00, leaving a balance 
of cloth and silk on January 1 amounting to $25,000.00. If we add to the 
cost of the suits the inventory of cloth on hand on January 1, $15,000.00, 
and the inventory of silk on hand at that date, $10,000.00, that will account 
for the total inventory on January 1 of $118,500.00. We have, therefore, to 
account for 5,500 suits as per inventory on January 1, to which we add the 
suits manufactured during the period, 6,000, making a total of 11,500 suits. 
The suits sold during the period as given were 9,000. The inventory on 
September 11 was 2,500, and that also equals 11,500. There could not, there- 
fore, been any loss at all, and the claim of the assured is disproved. 

In Problem 4 we are asked for an account sales to be rendered by the 
consignee to the consignor, a balance sheet, statement of profit and loss, 
and a statement of the capital account. 

The abstract as given shows a total debit of $205,950.00, and a credit of 
$188,700.00. To this we have to add the capital investment as per first 
paragraph of the problem, $15,000.00, and also 5% commission on the 
consigned goods, amounting to $2,250.00. As both items are credit bal- 
ances the trial balance will then be in equilibrium. 

The account sales rendered, as given. shows the proceeds due to the 
shippers amounting to $39,850.00, which is exactly the sum shown to the 
credit of the creditors’ account in the trial balance. 

The creditors’ account shows a balance due them amounting to 
$1,900.00. This is due to the fact that the cash paid to the shippers amounts 
only to $37,950.00. 

The customers’ account shows a balance of $15,000.00, for the reason 
that the sales were $60,000.00, and the cash received for them, plus the 
claims, allowances and discount, amounts to $45,000.00. 

The cash balance as shown by the cash account amounts to $18,050.00, 
and is self-explanatory. 

The pro forma account sales is given to show the amount due to ship- 
pers on the goods not as yet accounted or. As will be seen, the freight 
and commission make a deduction of $1,450.00. 

The profit and loss account shows a net balance of $2,600.00. The 
profit consists of the commission earned and of the commission earned and 
not due, making a total of $3,000.00, and also of the item, claims and allow- 
ances, $900.00. The latter item may better be termed illegitimate profit, 
as a commission merchant cannot make any profits on the shippers’ goods, 
excepting commission on sales and interest on advances. 

The capital account shows the investment to which the credit balance 
of the profit and loss account 1s added. 
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